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INVESTIGATION OF GRAIN STORAGE OPERATIONS OF 
THE COMMODITY CREDIT CORPORATION 


TUESDAY, JANUARY 12, 1960 


U.S. Senate, 
SpectaL INVESTIGATING SUBCOMMITTEE 
OF THE COMMITTEB ON AGRICULTURE AND Forestry, 


Washington, D.C. 
The special subcommittee met, pursuant to call, at 10:05 a.m., in 
room 457, Old Senate Office Building, Senator Stuart Symington 
(chairman of the subcommittee) presiding. 


Present: Senators Ellender, Symington, Proxmire, and Young of 
North Dakota. 


Also present: Richard M. Schmidt, Jr., special counsel, and George 
M. Kopecky, professional staff member. 


Senator Symrneton. The meeting will come to order. 
This is a Special Investigating Subcommittee of the Senate Com- 
mittee on Agriculture and Forestry, which has been directed to in- 


vestigate certain activities of the Department of Agriculture. 
(The committee resolution is as follows:) 


RESOLUTION ADOPTED BY COMMITTEE, May 20, 1959 


Resolved, That a subcommittee of six members of the committee, in addition to 
the chairman of the committee, who shall be an ex officio member of the subcom- 


mittee, shall be appointed by the chairman of the committee to make a full and 
complete study and investigation of— 


(1) All policies, activities, operations, and management of the Commodity 
Credit Corporation, and 


(2) All policies, activities, operations, and management of the Department 
of Agriculture insofar as they relate to or affect either directly or indirectly 
(i) activities or operations of the Commodity Credit Corporation, (ii) activi- 
ties or operations in connection with which any funds, assets, personnel, or 
authority of the Commodity Credit Corporation is utilized, or (iii) activities 
or operations relating to feed or seed emergency assistance, whether or not 
participated in by the Commodity Credit Corporation. 


The subcommittee shall have authority to inquire into any matter within the 
jurisdiction of the committee. 


Senator Symineton. The primary purpose of these first hearings 
is to get the facts about the grain storage operations of the Commodity 
Credit Corporation. The Department of Agriculture has repeatedly 
emphasized the high cost involved, pointing out that grain storage 
and handling costs are now running over $1.5 million a day. The 
spokesman for the Department says that 90 percent of these storage 
costs are for grain and that some 11,000 warehousemen are being paid 
this money to store approximately 3 billion bushels. These ware- 
housemen store this grain under the Uniform Grain Storage Agree- 
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ment. The contract is negotiated with the warehouse industry by 
the Department of Agriculture. In addition to the Uniform Grain 
Storage Agreement, the CCC stores grain in its own bins; also in other 
governmental facilities, including empty ships in the reserve fleet. 

We believe it timely that the storage question be reviewed by the 
Congress, as the Department of Agriculture has commenced negotia- 
tions with the warehouse industry for a new uniform grain storage 
agreement to become effective in July of 1960. During the past 7 
years, the Department of Agriculture has spent more than $2,300 mil- 
lion for commodity storage and handling; therefore, it is well that a 
survey should now be started to determine how much it costs com- 
mercial warehousemen to store Government-owned grain. 

Based upon Department of Agriculture estimates, each 1 cent of 
the annual storage rate set forth in the Uniform Grain Storage Agree- 
ment represents a total annual expenditure of over $25 million. The 
current expenditure of some billion dollars a year in storage and re- 
lated charges is all charged to the farm program. One of the prime 
objectives of this subcommittee will be to find out if these expendi- 
tures are being made efficiently. 

At the initial hearing, we shall hear from representatives of the 
trade and officials of the department responsible for administering 
the expenditures of these large sums. 

Mr. Counsel. 

Mr. Scumipr. The first witness is Dr. Richard Phillips. 

Senator Symrneton. Dr. Phillips, will you raise your right hand, 
please ? 

Do you solemnly swear that the testimony you are about to give 
before this subcommittee of the Senate of the United States will be 
the truth, the whole truth, and nothing but the truth, so help you 
God ? 

Dr. Pumutrs. I do. 


TESTIMONY OF DR. RICHARD PHILLIPS, PROFESSOR OF AGRICUL- 
TURAL ECONOMICS, IOWA STATE UNIVERSITY, AMES, IOWA 


Senator Symineton. Dr. Phillips, will you state who you are, what 
your position is at this time? 

Dr. Putuures. Yes. My name is Dr. Richard Phillips, professor 
of agricultural economics at Iowa State University, working in the 
field of grain marketing, research and extension in teaching. 

Senator Symineron. At this point in the record, without objection, 
we will insert the details of Dr. Phillips’ position and activities. 

(The matter referred to is as follows:) 
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INVESTIGATION OF GRAIN STORAGE OPERATIONS 3 


Dr. RICHARD PHILLIPS, PROFESSOR, DEPARTMENT OF ECONOMICS AND SOCIOLOGY, 
Iowa STATE UNIVERSITY, AMES, IOWA 


Attended Iowa State University, Purdue University and University of Hawaii. 
B.S. degree from Iowa State University with major in agricultural education in 
1948. 

Graduate work at Iowa State University with major in agricultural economics 
and minors in general economics and vocational education. Major professor 
Frank Robotka. Received the degrees of master of science in 1949 and doctor 
of philosophy in 1952. 

U.S. Navy Air Corps 1943-46. Aerial navigator, Navy Air Transport Service, 
Pacific theater. Released to inactive duty with the rank of ensign. 

1. County extension youth assistant, Mahaska County, Iowa 1946-47. 

2. Vocational agriculture veterans instructor, Mingo, Iowa, 1947-48 (while 
doing course work at Iowa State University). 

3. Joined the agricultural economics staff in 1949, first as teaching associate, 
then as extension economist in grain marketing, and in 1953 on present joint 
appointment of research, extension, and teaching. Date of ranks: assistant 
professor—July 1951; associate professor—July 1955; professor—January 1959. 

Professor in agricultural marketing, Department of Economics and Sociology, 
Iowa State University. Member of the graduate faculty, the general faculty, 
and the faculties of the agricultural experiment station and agricultural ex- 
tension service. Chief interest in agricultural business management and agri- 
cultural marketing, particularly of grain, feed, and farm supplies. Active in 
research, campus teaching and extension activities with trade groups in these 
fields. 

Dr. Phillips is the author of numerous bulletins and articles and one book, 
“Managing for Greater Returns in Country Elevator and Retail Farm Supply 
Businesses,” published in 1957. 552 pages. 

1. Member Chicago Board of Trade Educational Advisory Committee 1954-56 
chairman 1956. 

2. Land-grant college consultant. American Institute of Cooperation January— 
July 1959. 

3. Contributing editor, Farm Store Merchandising, Miller Publishing Co., June 
1958 to present. 

Phi Kappa Phi, Gamma Sigma Delta, American Farm Economics Association. 


’ 


Senator Symrneron. Mr. Counsel, will you proceed ? 

Mr. Scumipt. Dr. Phillips, befor e we undertake to have your state- 
ments concerning this grain storage problem, with the permission of 
the chairman, I would like to present for the record schedules which 
show the value of commodities pledged for outstanding loans and 
commodities in the inventory as of June 30, of the ¢ ‘ommodity Credit 
Corporation during the fise: al years 1951 through 1959, which would 
be marked as “Schedule 1 

Schedule 2 will be the costs incurred for storage, handling, trans- 
portation, interest expense applicable to price support, inventory and 
loan operations and miscellaneous other carrying charges in the fiscal 
years 1952 through 1959 and estimated for 1960 and 1961. 

And schedule No. 3 will be the Commodity Credit Corporation fig- 
ures for storage and handling costs for all agricultural commodities 
and for grains specifically through the fiscal years 1952 through 1959 
and 1960 on an estimated basis. 

We would ask that these be included as part of the record. 

Senator Symineron. Without objection. 
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(The matter referred to is as follows :) 


ScHEDULE 1—Commodity Credit Corporation value of commodities pledged for 
outstanding loans and commodities in the inventory as of June 30, for each 
of the fiscal years 1951 through 1959 


{In thousands of dollars] 

















June 30 
Fiscal year Total 
Inventory | Outstanding 
loans 
in onde sete pinbehsccednendynseeebineksconkncehewesaenee $1, 500, 731 $333, 967 $1, 834, 698 
vn dbs te nddeutiadcceneséccsdcndcubsseccetacenmsdtpseegees 1, 130, 882 363, 920 1, 494, 802 
Bick distant caananiated capitis alin gies tchliileen ner aaeicbeibpeth 2, 413, 004 1, 137, 593 3, 550, 597 
nthe whedeeghanengiambsnehobbdesebaséoedghvinnabednaney 3, 727, 751 2, 337, 289 6, 065, 040 
Pins cet ndecdncsecdbscctcccdsdéddanstdbebvecbebbesdibeesewede 4, 989, 038 2,097, 814 7,086, 852 
i atinchk delbh isd db catenins dash dpniniagunsdetochesint weniée Nahice oman 5, 983, 538 2, 285, 180 8, 268, 718 
ti i cidniahn dit, «heen aicaeeaeth sQenenesboarsamtbeunsotin 5, 371, 789 1, 966, 829 7, 338, 618 
Dé .cipubuncheodban>egdeeakagnedbunarssebegerndutasumaneee 5, 455, 585 1, 574, 755 7,030, 340 
Bh sinh bkbe abcd dcndan cddvnwteddbiddsbuvvenssoeadeessbes nobis 6, 201, 096 2, 448, 512 8, 649, 608 
BO ib nietbchid 6 inks nb dcithnmtcdn ences ndébuetnonsetegudcoseps 9,093, 996 1, 330, 000 10, 423, 996 
1 Estimated. 


Source: Commodity Credit Corporation—Report on Financial and Operations, as of June 30, for each of 
the fiscal years 1951 through 1959. The 1960 estimated figures are taken from the 1960 Budget of the United 
States. 


ScHEDULE 2.—Commodity Credit Corporation costs incurred for storage and 
handling, transportation, interest expense applicable to price-support inventory 
and loan operations, and miscellaneous other carrying charges, fiscal years 
1952 through 1959 actual, and estimated 1960 and 1961 


[In millions of dollars] 





Estimated 
interest 
Storage Miscella- expense 
Fiscal year and Transpor- | neous other| applicable Total 
handling tation carrying to inven- 
charges tory and 
loan op- 
erations 
| 
BS ba dbewsccdecdivebnasuubacddddincdecdne 73.3 45.4 0.1 30.0 148.8 
ita: db 8S sei eae died dn mands 120. 2 69.6 2 43.6 233. 6 
I sais ed eae anes ememertmeeegiien 236. 9 92.3 2.7 85. 4 417.3 
Ph ih Litdh bh eacpudstudouidldédobeee 332. 9 138. 0 21.3 49.0 541.2 
NPA x: iciassda tsa wniantiiledaaciiidsadisiatel teat a tedbee 374.1 187.6 19.4 126. 0 707.1 
a a a a ke Caen cic ieeeiion 364. 4 186. 4 19.0 185. 7 755. 5 
Sn Ont dg ebsb detnewsdcceakanedudovcmend 409. 0 177. 14.0 270.0 870.3 
SE eetiekias tenn aten nwa eeakcnacabenoes 481.6 164. 4 12.4 145. 0 803. 4 
BOD CemNE ii ids wee dceciccidensenscen 612.0 167.4 () 380. 0 1, 159. 4 
ee Dn oc cnstemnnianbeneacnm 711.4 175.0 @) 400. 0 1, 286. 4 


1 Not available. 
Source: Figures furnished by USDA. 
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Mr. Scumipr. Dr. Phillips, your present position is with the Iowa 
State University in Ames, Iowa, is that correct ? 

Dr. Primus. That is correct. 

Mr. Scumipr. You are the author of the book, “Managing for 
Greater Returns in Country Elevator and Retail Farm Businesses” ¢ 

Dr. Puiiures. Yes. 

Mr. Scumipr. Have you ever had occasion to study this problem 
of cost of storage in commercial elevators ¢ 

Dr. Pumurs. Yes, we have conducted research projects on this 
question, 

Mr. Scumipr. When was this project undertaken ? 

Dr. Puiurps. The first one was undertaken during the years 1952 
and 1953. 

Mr. Scumipr. And what did the work consist of? Explain to the 
committee. 

Dr. Puinures. Yes, sir. 

This was a research project financed by public funds under the Re- 
search and Marketing Act of 1946, under contract with the U.S. De- 
partment of Agriculture. The research was conducted by our staff at 
lowa State College, under my direction as project leader. We in- 
vestigated the actual costs of storage incurred by country elevators 
and by the Government at the Government bin sites in Iowa. 

Mr. Scumipr. You have prepared a cost of storage schedule for the 
country elevators which shows storage and hi andling costs of 44 coun- 
try elevators in Iowa for the purpose of this hearing, i is that correct ¢ 

‘Dr. Pures. That is correct. 

Mr. Scumiptr. Mr. Chairman, we introduce Dr. Phillips’ schedule. 
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(The matter referred to is as follows :) 


Elevators, by type of structure 


Concrete: 


No. 1 
No. 2 
No. 3 
No. 4 
No. 5 


Wood: 
No. 31 
No. 32 
No. 33 
No. 34 
No. 35 
No. 36 
No. 37 
No. 38 
No. 39 
No. 40 
No. 41 
No, 42 
No. 43 
No. 44 
No. 45 


Grain 


stored 


VN 55.4 5550bk2s5)eucdaidebe 3 


Steel tank: 


No. 13 
No. 21 
No. 22 
No. 27 


No, 28. 


No. 29 


Average 


Flat steel: 


No. 15-.- 


No. 16 


No. 17- 
No, 18. 
No. 19- 


No, 20 
No. 23 


| average 


monthly 
inven- 
tory 


Rushels 
45, 903 


83, 300 | 


22, 371 
94, 846 
97, 133 


176, 447 | 


165, 510 
166, 819 
206, 319 
164, 480 
351, 913 
230, 248 
642, 676 
320, 995 


204, 211 


20, 500 
22, 074 
14, 925 
34, 029 


r 
z 


39, 237 
63, 726 
180, 252 
45, 826 


43,617 | 


47, 091 
56, 250 
147, 763 
144, 952 
194, 917 


70, 598 


37,717 | 


16, 832 
40, 064 
84, 000 


147, 922 | 


192, 275 


86, 468 


52,095 


111, 491 


Storage volume and annual storage costs for 44 


“J 


country grain elevators in Iowa 
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1 Weighted by the average monthly inventory for the group. 


Storage Grain Grain Total Annual 
space put in |takenout| storage | cost per 
unused storage | ofstorage cost bushel 

Bushels | Bushels | Bushels Dollars | Cents 
18, 100 | 1, 850 1, 120 4, 150 9. 04 
0 0 0 6, 120 | 7. 34 
,6380 | 71,700 | 74,780 | 10, 460 | 46.75 
150 0 17,000 | 10,240 10, 79 
870 0} 93,860 | 7,810 | 8.04 
550 | 6,900 | 26,430} 12,170 | 6. 90 
1490 | 14,140 | 82,890 | 12,640 | 7. 64 
180 18, 630 | 0 11, 580 | 6. 94 
680 | 0 53, 830 16, 360 | 5. 52 
5,520 | 14,630 0 16, 140 | 9.81 
2, 090 13, 580 83,260 | 22,660 | 6. 44 
750 7, 150 3,260 | 12,550 5.45 
, 320 | 0} 99,280 38, 070 5. 92 
,O10 | 0 0 16, 720 | 5. 21 
25, 950 10, 620 38, 270 14, 120 6.91 
, 500 15, 330 28, 210 5, 350 26. 09 
930 | 0 0 3, 690 16.71 
, 280 | 0 | 0 3,100 | 20. 75 
, 970 0 19, 490 | 3, 040 &. 92 
52,190 | 14, 780 8, 280 5, 410 142.25 
2, 760 34, 020 0 6, 690 | 17. 05 
,270 | 26,460 0 5, 360 | 8.41 
, 750 | 0 5,000 | 13,210 7.33 
, 170 | 0 0 | 4, 440 9. 69 
380 42, 310 12, 820 6, 380 14. 62 
910 | 25,000 25, 000 7, 190 | 15. 27 
8, 750 28, 720 33, 710 6, 090 | 10. 82 
32, 240 | 3, 770 2, 200 11, 610 7. 86 
0 0 0 8, 440 | 5. 82 
5,080 | 10,610 0} 12,370 | 6. 34 
, 410 13,400 | 8, 980 6, 830 19.67 
280 14, 550 4,720 4, 850 | 12. 86 
170 0 0 2, 630 | 15. 62 
, 940 37, 650 0 | 6, 240 | 15. 58 
0 0 0 6, 600 | 7. 86 
080 | 0 0 8, 150 | 5. 51 
730 73, 830 0 13, 630 | 7.09 
= _ — —— ~ — | —___-_ a 
870 | 21,000 | 790 | 7,020 | 18.12 

| 
0 | 0 | 0 2, 320 | 6.7 
0 | 0 | 0 3, 210 | 8. 12 
0 | 0 | 0} 2, 040 | 5. 61 
0 0 | 0 | 2, 320 | 6. 89 
,000 | 0 | 0 1, 740 6. 94 
230 0 | 0 2, 130 5. 76 
940 34, 890 | 0 | 3, 930 7. 39 
0 0 | 0 | 5, 840 6. 66 
0 | 0 | 0 5, 120 4. 20 
4, 350 3, 880 | 0 3, 180 16.11 
—— ———— = ——_—s— — — —_—_— 

18, 880 11, 600 15, 340 8, 430 17. 56 
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Mr. Scumipr. What does this show, Doctor ? 

Dr. Prius. It shows the weighted average storage cost for the 
44 elevators, including the handling, where handling was involved, 
was 7.56 cents per bushel. 

Mr. Scumipr. During what period of time? 

Dr. Puts. This was an annual cost, taken during the period 
1952 and 1953. 

Mr. Scumipr. How does that relate to the income per bushel that 
they receive ? 

r. Puiiurres. Well, using the income for storage in effect at that 
time of 12.625 cents per bushel, and 12.1 percent of the total handling 
charge of 4.5 cents, since only 12.1 percent of the total volume stored 
was actually handled by this sample of elevators, we would have a 
total income comparable of 13.17 cents. 


Mr. Scumipr. This would represent a profit on the cost then of 74 | 


percent ? ' 
Dr. Putuuies. Yes, a profit of 5.61 cents, ignoring any cost of quality | 
deterioration or shrinkage, or a rate of profit to cost of 74 percent. | 
Senator Youne of North Dakota. May I interrupt at that point? 
What was the last you said, ignoring what ? : 
Dr. Puiutrs. Any costs incurred by this sample of elevators or| 
quality deterioration or shrinkage in the Government corn while they 
had it in store, which was not included in our costs. 
Senator Youne of North Dakota. But the storage operator is re- 
sponsible for the quality of the grain; is that not part of the costs? 
Dr. Putturps. Yes, sir. I think we should, and we did, as a matter} 
of fact, make a followup study of that specific question as to the cost 
of quality deterioration and shrinkage. 
But the point I think we should make here is that this figure of 7.56 
cents per bushel does not include any such costs for quality deteriora-| 
tion or shrinkage. 

Mr. Scumupr. Doctor, this problem of shrinkage and quality de- 
terioration, let us discuss that for a moment. 

What did your study of shrinkage in this same area disclose; what 
do you mean by shrinkage? Let us clarify the record with that. 

Dr. Putiuips. Yes. 

Well, we measured the quality deterioration and shrinkage, and/ 
this was a followup study in 1955, rather than the original study in 
1952, after which time the corn in store had all been moved out. 

This was 1948 and 1949 corn, raised in 1948 and 1949; so that we 
measured shrinkage by the difference in weight from the time the 
—_ went into storage until the time it was taken out, some 3 year: 
ater. 

For the 44 elevators, this averaged four-tenths of 1 percent per year 
for shrinkage. 

Mr. Scumipr. What would that represent in cents? 

Dr. Putiurrs. Yes. 

Well, in our studies reported, when we were using $1.44 corn, this 
amounted to 0.56—fifty-six hundredths of a cent per bushel, or if we 
relate this to the present U.S. average loan rate of $1.12 per bushel, 
it amounted to 0.448 of a cent per bushel per year. 

Mr. Scumovr. In other words, shrinkage will operate to add to th 
cost about one-half of 1 cent? 
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Dr. Puturs. Slightly less than one-half of 1 cent, using the present 
loan rate as your corn price base. 

Mr. Scumipr. Then quality deterioration, what is the factor there? 

Dr. Puiuurrs. Yes. 

We measure quality deterioration in the same way, using the market 
value of the corn when it came out of storage with relation to its mar- 
ket value when it went in. In other words, the prevailing market 
discounts for factors representing deterioration in quality and found 
this to be, to amount to 0.57—fifty-seven hundredths of 1 percent per 
year for the corn stored in these 44 sample elevators. 

Mr. Scumipr. Well, adding shrinkage and quality deterioration, you 
come up with approximately 1 cent per bushel ? 

Dr. Puiiutrs. Yes; the shrinkage on a dollar basis, and in our study 
as reported, using $1.44 corn, this amounts to 0.81 cents per bushel; 
using $1.12 corn, this would amount to 0.638 cent per bushel; ane 
total dollar volume, using $1.12 corn as a base, of 1.09 cents per bushe 
per year for shrinkage and quality deterioration. 

Mr. Scumipr. Now, Doctor, on the problem of quality deterioration, 
has this situation changed since the time of your survey ? 

Dr. Puuutes. I think definitely that it has; this was corn that had 
all been moved out by 1955. 

We have made some substantial advances, particularly in flat stor- 
age, with aeration equipment, temperature reading equipment, and 
so on, that I think has enabled a competent elevator operator to re- 
duce losses from quality deterioration and shrinkage. He may incur 
some additional costs that we did not show in our study in doing so, but 
I think he is able, by proper management, to reduce the risks some- 
what of the costs of quality deterioration and shrinkage. 

Mr. Scumipt. Would you discuss what you mean by flat storage? 

Dr. Putuires. Yes. Well, I use the term as it is commonly used in 
the trade to refer to storage of a horizontal nature—steel, wood con- 
struction as distinguished from the tank storage typical in the handl- 
ing elevator built of concrete or steel or similar structures where the 
tanks run vertically, rather than a flat shed-type storage or warehouse- 
type storage, such as steel bins and steel flat structures which are 
harder to handle in and out of and which depend more on aeration for 
proper management of the quality. 

r. Scumipr. Did this study also discover the cost of storage in 
Commodity Credit bins in the same area ? 

Dr. Putters. Yes, it did. 

Mr. Scumipr. And what did that show? 

Dr. Puituies. Well, based on a sample of 10 Iowa counties, also in 
1952-53, and including 107 bin sites, our figures showed an average 
cost, when we made no adjustments, of 5.09 cents per bushel and, 
when we made adjustments, of 6.25 cents per bushel per year of 
storage. 

Mr. Scumipt. What do you mean by “made adjustments”? 

Dr. Putiurrs. Well, the unadjusted figures included the costs as 
actually incurred by the Government and did not include such costs 
as insurance and taxes which would be incurred with a private 
business performing this sterage. So to make them directly com- 
parable with the elevator figures, we used actually prevailing rates 
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on insurance and taxes and added those to the actual costs incurred 
by the Government in their storage. 

Mr. Scumipr. And at the time that this study was made, the 
storage rate paid to commercial warehousemen by Commodity Credit 
was 12.265 cents per bushel, is that correct ? 

Dr. Puiuutrs. I think it was, yes. 

Senator Youne of North Dakota. Mr. Chairman, may I ask a 
question at this point? I am not clear on one point. 

Senator Symrneron. Senator Young. 

Senator Youne of North Dakota. I am not clear whether the 
witness is including all of the costs of storage. Certainly, deteriora- 
tion and shrinkage is a part of the storage. 

Dr. Pures. Yes. 

Senator Youne of North Dakota. And I think you should include 
that in all the figures you give. 

Dr. Pninuirs. Fine; we have them, and, for the record, they were 
not included in these figures just quoted; but we have them and 
immediately add them to those costs and talk about the figures in 
bin sites, as we just did, and elevators that do include cost of deteriora- 
tion and shrinkage. 

Senator Youne of North Dakota. Why were they not included in 
the first figures that you gave? 

Dr. Puiures. Well, we are talking about two studies; they were 
conducted in sequence. The first figures are based on the first study 
conducted in 1952 and 1953, which were based on actual expense 
analysis incurred by the elevators and bin sites; and the follow- -up 
study designed to measure the quality deterioration and shrinkage 
was conducted in 1955 after the corn study in 1952 and 1953 had 
actually been moved out of storage so that we could get a realistic 
measure of this quality deterioration and shrinkage. 

Senator Youne of North Dakota. I was spe: aking more of the com- 
mercial storage costs, the figure which you first gave—I have for- 
gotten now—a percent of profit that you said they realized; but in 
that you apparently did not include their shrinkage and deterioration 
costs. 

Dr. Puuuies. I can give you that percentage that does include this. 

Senator Youne of North Dakota. I wish you would include it, 
because that is an important part of the storage operation. 

Dr. Pumurrs. All right, going back to the ‘country elevators, in 
answer to the question, combining the cost of quality deterioration 
and shrinkage and the cost of storage itself, we come up with a total 
combined cost. of 8.65 cents per bushel. Using the income figure we 
used before of 13.174 cents for the comparable figure, we arrive at 
the net profit figure of 4.52 cents, on the average, for the 44 elevators 
studied, which would give us a profit to cost ratio of 52 percent; 
this is for the elevators. 

Senator Proxmire. May I ask at this point—— 

Senator Symineron. Senator Proxmire. 

Senator Proxmme. Do you have any figures at all of the relation- 
ship between profit and investment? 

Dr. Putiuties. Not for this sample of elevators. We have made a, 
what we might call key studies in connection with an elevator man- 
agement workshop we held at Iowa State College where we do have 
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these figures, and I plan to get into them whenever the committee 
and the examiner would like to have them. 

Senator Proxmie. Are you satisfied that this last figure you gave 
is a comprehensive cost figure; that there is nothing excluded that 
should be included in getting a fair analysis of the profit that the 
commercial people are ch: arging ¢ 

Dr. Puiiutrs. Yes, I think, subjec t to the reservation of the date of 
the study—and there may have been changes since 1952- and rec- 
ognizing we are not including any charges for risks or anything of this 
sort, but we are ine ‘luding only actual costs incurred, plus actual costs 
incurred for quality deterior ation and shrinkage; but I am satisfied 
that all of such costs are included in this study. 

Senator Proxmire. This is an average profit of better than 50 
percent, then, including all costs? 

Dr. Puiiires. Yes; as a percent of cost, not on investment. 

Senator Proxmire. I understand. 

Dr. Puiurrs. Yes. 

Senator Proxmire. Fifty percent of the costs; and what was the 
variation’ You had some 44 elevators, 

Dr. Puiturrs. Yes. 

Senator Proxmine. Some, I presume, made little or no moneys; some 
made far more than 50 percent / 

Dr. Putiutrs. Yes. In terms of cost, I think the extreme range was 
from 4 cents, very slightly over 4 cents per bushel, to, I believe, $1.42 
per bushel, which meant—— 

Senator Proxmire. None of them lost money ? 

Dr. Priutrs. This particular elevator, $1.42, when his income 
would only be 13, see 

Senator Proxmtre. I see. 

Dr. Puiturs. We did conduct multiple integration analyses and 
explained nearly 99 percent, 98.8 percent, of this variation, by the 
relation to our variables that explained this, including the volumes 
stored, the amount of unused capacity and the amount “of grain han- 
dled into and out of storage. Those four factors together explained 

98.8 percent of the total variation in the storage costs that we found. 

So that the reason, for example, for this one very high cost elevator 

was the fact that he had very little volume and lots of unused ¢ apacity; 
so that he had to distribute his fixed costs over very little volume in 
terms of bushel years of storage. 

Senator Symineton. As I understand it, we are talking about the 
storage rates in 1952, is that correct ? 

Dr. Putiuies. Yes; that is correct. 

Mr. Scumipr. Now, Dr. Phillips, have you made a recent study, 
workshop study, of any kind concerning commercial storage operation 
in the State of Iowa? 

Dr. Putuurrs. Yes. 

In connection with our elevator managers’ workshop held last May 
on the campus of Iowa State University, in preparation for that work- 
shop, we did work out analytical forms, employ accountants to study 
in detail three companies, analyzing the various phases of their opera- 
tion for purposes of the workshop. And in two of those, one of the 
activities included in the analysis was the Government’s storage and 
handling function. 


58385—60——_2 
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Mr. Scumipr. What were these two companies 

Dr. Pures. Newhall Grain Co., Newhall, Iowa, and Archer 
Cooperative Elevator, at Archer, Iowa. 

Mr. Scumipr. Now, first taking the Newhall Grain Co., will you 
describe to the committee what the facilities are at Newhall ? 

Dr. Pures. Well, Newhall Grain Co., Maurice Jones, manager, is 
primarily what we think of as orthodox storage as distinguished from 
flat storage. 

During the period, we decided he had not constructed flat storage 
and his grain stored was in his wood, regular wood-type elevator, 
wood crib structure. 

Mr. Scumipr. And his capacity is 100,000 bushels ? 

Dr. Putts. Yes, his capacity. 

Mr. Scumipr. And this is what you would call conventional 
storage / 

Dr. Putiuirs. Yes. 

Mr. Scumipr. Not flat or emergency storage. 

You had the results from your study published in the magazine 
“Farm Store Merchandising,” a copy of which has been given to each 
member of the committee. Would you relate what this problem is 
with storage in the elevator as to the total overall revenue picture; in 
other words, what does this mean to Newhall Grain to have this 
storage in there? 

Dr. Putiites. Yes. Well, this was part of the purpose of the work- 
shop, to help elevator managers see how they mld analyze their own 
operations, and take any particular activity in their business and 
analyze it in terms of what it adds to gross incomes, or gross profits 
and other incomes, expenses, and net profits. 

So that this table reported in “Farm Store Merchandising” is a 
result of a summary of these worksheets that we designed for this 
purpose, and shows, as our accountant worked out for us, that with a 
manager, what the analysis indicated the grain storage function added 
to these three factors—gross profits and income, expenses, and then net 
profits to the Newhall Grain Co. (The table referred to above is as 
follows :) 


ScHEDULE FroM Iowa STATE UNIVERSITY WorKsHOP, MAy 25-27, 1959, 
CONCERNING NEWHALL GRAIN Co., NEWHALL, IoOwA 


Summary of income and expenses of this activity 





Department Grain mer- Feed Other mer-| Storage Services Total 
chandising chandise 


Total income and gross profit.| $25,477.63 | $8,463.63 | $5,582.63 | $14,342. 57 | $11,048.20 | $64,914. 66 
Total direct expense and bur- 











Wei tis ois Loi? 17,240.34 | 6,844.46 | 4,996.49] 8,386.32] 10,807.52] 48,275.13 
Total net income... __.- 8,237.29} 1,619.17 586.14] 5,956. 25 240.68 | 16,639. 53 
Additional income__...._.___- 6, 369. 41 846. 37 558.26 | 14,342.57 | 2,209.64] 24, 326.25 
Additional direct expense and 
en 4, 064. 83 724. 65 40.87 | 4,507.84 331.86 | 9,670.05 


Additional net income._| 2, 304. 58 121. 72 517. 39 9, 834. 73 1, 877. 78 14, 656. 20 
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Mr. Scumipr. Your figures show that his cost of storage per bushel 
per year is 9.86 cents; is that correct ? 

Dr. Putures. That is correct. 

Mr. Scumipr. He receives under the Uniform Grain Storage Agree- 
ment, 16.87 cents per bushel ¢ 

Dr. Puuuirs. Correct. 

Mr. Scumupt. He has a profit-to-cost ratio of 71 percent ? 

Dr. Puiiurpes. That is correct. 

Mr. Scumupr. On his grain storage. 

Senator Youne of North Dakota. Mr. Chairman, may I at this 
point ask: Does this include quality deterioration ? 

Dr. Putures. No, sir, it does not. This corn is still in store, and 
we had no basis for measuring what he had actually incurred on the 
grain, 85,000 bushels now in store. 

Senator Youne of North Dakota. Mr. Chairman, I insist that a 
figure like this is practically worthless unless you include all of the 
losses. And oftentimes a commercial elevator operator will sustain 
heavy losses because—— 

Senator Symineton. Well, we have in 1952, 44 elevators producing 
a profit on cost of 74 percent, and including all charges, 52 percent. 

Dr. Puiutirs. That is correct. 

Senator Symrneron. And as I understand it, there is about 1 cent, 
$0.0108 included in those additional charges, is that correct ? 

Dr. Puitures. That is correct, for that period. 

Senator Symineton. Now, what would be your estimate, based on 
your work, including all charges; what would be the amount that you 
would reduce the 7-cent profit on the current operation ? 

Dr. Puitutrs. Yes. Well, I am sure it would not be higher, on an 
average, for a number of companies than it was back in that period, 
for the reasons I have already mentioned. Perhaps 1 cent a bushel 
would be a very fair and reasonable estimate of what these costs might 
amount to. 

Mr. Scumipr. Doctor, the study also shows, from the records of 
this company, that the manager stated he has not had a quality loss in 
12 years; therefore, quality deterioration would not enter in in this 
particular case. 

Now, how isa manager able to avoid a quality loss? 

Dr. Puiutres. Well, a good manager, with the right facilities, by 
blending his own free grain that he is handling with Government 
grains stored on a commingled basis, can work himself out of actual 
market losses when the Government storage might deteriorate by re- 
placing it with his own grain and using the replaced Government 

ain for some purpose, either blending it with other grains so that 
it will not take a discount, or using it for some other purpose so that 
he does not actually incur a loss. 

Mr. Scumipt. In other words, this is what you call a blending off 
operation, right? 

Mr. Puiutrs. Yes, on a commingled storage operation. 

Mr. Scumipt. And this is commingled storage? 

Dr. Puturrs. Yes. It takes a certain amount of workspace and 
pretty good management to do this, but I have confidence that Jones, 
at Newhall, is competent and able to do this. 
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Mr. Scumipr. In this particular case, the most that would be at- 
tributed as an unknown cost factor in here would be the shrinkage, 
which would amount to, on your figures, about one-half of 1 cent per 
bushel ? 

Dr. Puitiurpes. Yes, four-tenths of 1 percent per bushel per year. 
Again let me say 

Senator Proxmire. This would be, then, a profit of about 55 percent 
instead of 71 percent 

Dr. Puiuirs. Yes, if we were to use your 1 cent estimate as an 
average. 

Mr. Scumipr. Except for the fact that he has never had a loss in 
the 12 years of operation ? 

Senator Symincron. It is true, then, you use slightly Jess than half 
a percent, is that correct ? 

Dr. Puiurps. Yes. 

Senator Symrneron. Four-tenths of 1 percent. 

Mr. Scumipr. Doctor, did your studies also show any other bene- 
fits from this grain storage for this particular company ¢ 

Dr. Puuuips. Yes; looking at this in retrospect, the committee felt, 
and the managers in their analysis made some estimates on what they 
felt the business would lose in terms of volume and other oper ations, 
were Newhall Grain Co. to go out of the grain storage business and 
let his competitors handle it. He felt that his same customers, who 
deliver corn to the Commodity Credit Corporation to be stored in his 
elevator, also buy and sell grain there and buy feed, and so on. 

And so if he were to let them take corn to be delivered to Com- 
modity Credit for competitors, he would lose a certain volume in his 
other operations. 

So we made estimates, or the committee did, of how much this would 
be in terms of percentage of volume on grain handled, feed handled, 
and so on, and made ec orresponding estimates then for the gross profits, 
expenses and net profits that would be lost if that elevator were not 
storing Government grain and competitors were storing it. 

Mr. Scuatr. How much Government grain did he have in the 
operation during the period of survey ? 

Dr. Putpuips. 85,000 bushels. 

Mr. Scumipr. Of the total of 100,000 bushels ? 

Dr. PxHiuuips. 100,000; but he may not be able to store actually 
100,000, depending on how this capacity is measured; he may need 
work space to do this blending, and so on, effectively. 

Mr. Scumipr. What other elevators were studied ? 

Senator Proxmire, May [ ask at this point, do you have any basis at 
all for determining whether or not this was a highly profitable, un- 
usually profitable, ordinary operation, so that we can determine 
whether we can make any gener: alization based on this experience ? 

Dr. Puts. Yes. T think this company, as well as Archer, are 
above average; we selected them; the committee selected them for 
purposes of our workshop because we felt that they were good opera- 
tions, had better than average records, and would serve effectiv ely for 
workshop problems and th at the manager would be able to contribute 
ideas to other managers and would be useful tothem. So that we did 
not attempt to select typical elevators; we attempted to select those 
who would serve best for our workshop purposes. 
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So that I would be rather sure that both Newhall and Archer are 
above average for Iowa country elevators. 

Senator Proxmire. The way I compute it, if you leave out the 
quality loss, which you did not ‘suffer, and inelude the shrinkage, there 
would be a 63 percent profit. And from what you have just ‘told me, 
you would say this would be a higher than average but perhaps not 
extraordinary profit ? 

Dr. Puiuies. Yes. 

Senator Proxmire. Is this correct ? 

Dr. Puttures. I think so. 

I could give you now, if you would like, these as a return on in- 
vestment. 

Senator Proxmire. Good ; yes, I would like that. 

Dr. Puinuires. For the Newhall Grain Co. 

Using the net profit figure from Government grain storage of 
5,000—we did not make a table on this one—$ $5,960.20; I believe it is in 
that Farm Store Merchandising article. This does not include any- 
thing we attributed to other departments from the grain storage; 
and the total assets used in grain storage of $38,500, the rate of re- 
turn on total assets in the business used in grain storage and handling 
would be 15.47 percent. And relating this to the net worth, which in 
the case of Newhall is 76.9 percent of total assets—they have an equity 

ratio of 76.9—would make this a return on equity capital of 19.43 
Poggi as compared 
Senator Proxmire. You are figuring this very conservatively; you 
are not attributing any of this cost. Is this true on any of the other 
uses ¢ 

Dr. Putiiies. No, that is right; and this compares to his comparable 
returns in the rest of the business, the rate of return on total assets 
of 11.12 percent; the rate of return on equity capital for the rest of his 
business of 14.62 percent. 

Mr. Scumipt. Was this particular Newhall company subject to 
your study in 1952? 

Dr. Puities. Yes; it was one of the elevators in the sample at that 
time. 

Mr. Scumipr. And what was his per-bushel cost then; I believe it 
was 8.41 cents, was it not? 

Dr. Putiuires. It was 8.41 cents per bushel. 

Mr. Scumipr. As compared to 7.56 for the average? 

Dr. Pututes. Yes. 

Senator Proxmire. It seems to me this is an extraordinary way to 
allocate costs, though. Did you use this very conservative method 
described; would not an accountant normally, in determining costs of 
each department in this operation, do it by some kind of prorated dis- 
tribution of costs, rather than to set off the whole costing as one 
operation ? 

Dr. Putiies. Yes. 

Senator Proxmire. Of course, even when you do it this way, it ap- 
pears the Government is being charged more than a commercial 
operation. 

Dr. Putiures. We did actually do this, and the figures I used on 
which the percent operations were based were charging each opera- 
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tion its fair share of all joint expenses, including administrative and 
overhead. 

So that the comments I had about the bottom row of figures, say, 
in that Farm Store Merchandising article, do not apply to the figures 
I used to get these ratios; rather, the standard accounting procedures 
were used to get the net profit storage of 5,900—whatever the figure 
was—dollars. And this was charging storage its fair share, and all 
other departments their fair share of all joint expenses between the 
departments. 

eon Proxmire. These 15 and 19 percent figures that would turn 
on total assets and net worth then, in your judgment, are fair and 
complete; they are not overly conservative? 

Dr. Putiutes. No; and they represent the best allocation we could 
possibly make between both for assets and expenses between storage 
and handling on the one hand and other phases of the business on 
the other. 

Senator Symineton. As I understand it, this is a high cost, rela- 
tively, operation ; is that correct? 

Dr. Putrures. Well 

Senator Symineron. Did you not say it was a cent per bushel above 
average ? 

Dr. Purtures. Yes; it was above the average in the old study, pri- 
marily because of the volume in capacity and not. because of manage- 
ment. I think that Jones is by far better than average management. 

Senator Symineron. And after all charges, following Senator 
Young’s suggestion, this is quite logical and proper; these people 
were making, say, roughly 63 percent on costs and 19 percent on in- 
vestment, is that correct ? 

Dr. Putiutrs. That is correct. 

Senator Symrneron. The figure on investment you believe is fair 
and conservative ? 

Dr. Putuuirs. Yes. 

Senator Symrneron. Will you proceed, Mr. Counsel ? 

Senator Proxmire. May I just ask this? This does include shrink- 
age which you did not saphale in your 71-percent estimate? You do 
include it, however, in your 15 and 19 percent ? 

Dr. Pumures. No, do not. 

Senator Proxmire. You do not? 

Dr. Puiuties. No. 

Senator Proxmire. Then we would have to make a little further 
computation ? 

Dr. Pumps. Yes. 

Senator Proxmrre. And reduce that 19 percent ? 

Dr. Putures. Yes. We would have to use some average rate of 
shrinkage because he has no corn on hand. 

Senator Symrneton. Well, for the record on that point, will you 
do that and put it in on the estimated shrinkage ? 

Dr. Pamures. All right. 

(The data submitted by Dr. Phillips appears at p. 21.) 

Mr. Scumipr. Now going to the rest of your workshop, did you 
study any other elevator ? 

Dr. Pumures. Yes; the Archer Grain Cooperative, which we have 
mentioned. 
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Mr. Scumipr. Where is it located ? 

Dr. Puitires. Archer, Iowa. 

Mr. Scumipr. Will you describe the facilities there ? 

Dr. Puinurrs. Well, I cannot do this as precisely as the manager 
could. 

Senator Symineron. Just briefly, just to give the subcommittee a 
picture of this particular elevator. 

Dr. Pures. They have a combination of types of storage struc- 
tures there, including some that we think of as conventional struc- 
tures and some of what we think of as flat structures. 

Mr. Scumipr. What is their storage capacity, if you have it there 
on your worksheet ? 

Dr. Puiiires. Let me see if I have that. 

Mr. Scumipr. Go ahead with this—— 

Dr. Puttures. The figure I have—and this would need to be checked 
was 462,300 bushels. 

Mr. Scumipr. During the survey ? 

Dr. Putuures. During the survey. 

Mr. Scumipt. What did your survey disclose as to Archer on their 
costs and profits ? 

Dr. Puttures. Well, again making no allowance for shrinkage or 
quality deterioration but using the actual costs incurred, the total 
costs, $48,694. And I do not have these on a per bushel basis. A 
profit of $38,064, which would make it 77-percent ratio of profit to 
cost for the period studied for Archer. 

Mr. Scumipr. And did you go ahead and carry out your further 
percentage computations as to investment and equity ? 

Dr. Puitures. For the Government grain at Archer, using, of the 
total assets, 144,173 used in the Government grain operations, this 
would make a rate of return on total assets of 26.40 percent, or in 
terms of member equity in the cooperative, which represents 66.9 
percent of total assets, this would give a rate of return of 39.46 percent 
in the grain storage and handling operation. As compared to com- 
parable figures for the rest of the business at Archer, the rate of return 
on total assets for all other departments, 13.10 percent; and on mem- 
ber equity or net worth in the cooperative, 19.55 percent. 

Mr. Scumupr. There is considerable difference then between the 
grain storage operations and the rest of his operation ? 

Dr. Putuips. Yes. All these ratios are good. I think they re- 
flect the fact that Archer is very effectively managed and way above 
average for country elevators in Iowa. 

But perhaps the best comparison here would be between the figures 
quoted for the Government grain part of the business and the rest of 
the business. 

Mr. Scumipr. Now, this shows that of his gross profit margin, 33.4 
percent comes from storage and 43.4 percent of his net profits come 
from storage. 

Dr. Puttuies. That is correct. 

Senator Proxmire. You say Archer is away above average in man- 
agement ? 

Dr. Puturrs. Yes. 

Senator Proxmire. Does this necessarily mean that their profits 
are away above average ? 
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Dr. Prius. Well, insofar as the job of the salaried manager is to 
make the assets entrusted to him for the owners, whoever they are, as 
profitable as he can, as productive as he can—— 

Senator Proxmire. I understand that. But there are other factors 
as we all know, that are involved. 

Dr. Puuutrs. Yes. 

Senator Proxmire. Do you have any basis for determining whether 
this is a high-cost or low-cost operation ? 

Dr. Puinuies. Yes. Well, generally speaking, I think that it is 
probably a relatively lowcost and rel: atively high profit, not only in 
Government storage but in the rest of the business as compared to 
averages for Iowa. 

Senator Proxmire. Is there any basis at all, any kind of a study 
that has been made that is available, indicating the general profits, 
the profits of just one or two or three or four of these operations ¢ 

Dr. Putuuires. I have not made any or been involved in any such 
study. Unfortunately, in our old study we did not get measures of 
equity or assets in the grain storage or the business. 

Senator Proxmire. It seems to me it would be easy to pick it up 
just from the standpoint of patronage dividends in the cooperative. 

Dr. Pures. Yes. 

Senator Proxmike. Nothing like that has been done ? 

Dr. Putiuirs. Not to my knowledge. I am not familiar with cur- 
rent studies being made in grain costs to know whether these things 
are being included or not. 

Senator Symincton. Will you proceed ? 

Mr. Scumipr. Dr. Phillips, in the light of your studies, would you 

say that the grain operators are receiving a fair rate of return on 
Government grain storage ¢ 

Dr. Puitiirs. Well, it seems to me in these two operations, at 
least, they are higher than the rate of return in the rest of the busi- 
ness. I would think probably, knowing the risks, looking at this 
ahead of time, that they need to be somewhat higher but, it seems 
to me, not this much higher than the rest of their business. 

Mr. Scuaupr. In other words, they are too high, in your opinion ? 

Dr. Puiures. Yes. I would think that maybe 1 or 2 percent more, 
higher rate of return or expected rate of return for Government stor- 
age might be enough to induce an elevator operator to use his facilities 
for Government storage rather than to use them for other purposes. 
I think they would have to be some higher because he faces the uncer- 
tainty as to whether the Government will have grain for him to store 
in the future. And when he makes a longrun investment, as partic- 
ularly he would in conventional storage, which may last 20 or 50 years 
even, if he did not have expectation that it will be used more than a 
year or two, he must expect a somewhat higher return to use them for 
this purpose than he would to use them for, say, grain merchandis- 
ing or commercial storage. 

Mr. Scumuvr. The importance of this rate becomes readily ap- 
parent, as the chairman stated at the opening of this hearing. Each 
1 cent of the storage rate represents an expenditure of over $25 mil- 
lion a year of the taxpayers’ money. 

Dr. Putiurps. Yes. 

Mr. Scumuipr. I have no further questions. 
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Senator Proxmire. Can you evaluate this in terms of the supply 
of storage space that has been made available and in view of the 
fantastic increase in the grain that. has to be stored? Has this been 
so inviting that there has been a good increase in the storage 
facilities ? 

Dr. Prius. Well, I think this, coupled with other incentives 
that have been made available to elevators to erect storage facilities 
for the purposes of storing Government grain, such as the accelerated 
depreciation, guaranteed occupancy, and so on, all together have 
combined to perhaps not overbuild but to bring quite a response in 
new storage construction. 

Senator Proxmire. Now, how about this overbuild; I understand 
that there is only one section of the country in which there are ample 
facilities available, in spite of the enormous increase in the surplus. 

Dr. Pinups. Yes. W ell, this is a very hard one to measure in 
concrete terms, I think. 

In order to handle, say, some ordinary variation from year to year, 
because of weather factors we need to have excess storage capacity as 
defined by, say, an average production year in order to be able to 
handle these peak years. 

So that it makes a difference whether we are viewing the short 
run or the long run. If we look at last year’s production and pres- 
ent storage or last. year’s needs for storage and present facilities, we 
might come up with one answer. If we ‘looked at variation in pro- 
duction and therefore the demand for storage over a time, we might 
come up with another. 

Senator Proxmire. You are working into a situation where you 
have some excess capacity and where you have therefore, a matter of 
judgment on the part of the Department of Agriculture when it 
negotiates for storage space and it does so with a fixed price which 
is high enough to provide a very substantial profit as compared with 
other uses for these facilities. 

Dr. Prairies. That is true. 

Senator Proxmire. Therefore, if not an opportunity for favoritism, 
it requires a great deal of carefulness on the part of the Department 
of Agric ulture to make sure that they are very fair in allocating this 

very, very profitable business. 

Dr. Pamurrs. Yes. And I think it is true that it takes a lower 
rate to—— 

Senator Proxmire. In other words, you do not have the discipline 
of a low rate, which would make it easier than you would on a first- 
come, first-served basis or on a competitive basis ? 

Dr. Prouures. Right. 

And assuming society wanted more storage built, I think it would 
take a higher rate to do that than it would to cause present com- 
mercial storage in Government hands, once the decision has been 
made, to invest substantial funds and build facilities. Then the oper- 
ator’s view toward it is different than if he is contemplating build- 
ing these originally. 

So that if the present rate, for example, were designed to encourage 
the building of new storage, and we now want no new storage, it 
would perhaps take a lower rate to induce, or be sure that the present 
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facilities would be used for storage of Government grain rather than 
other purposes. 

Senator Proxmire. But the present rate has been ample to provide, 
apparently enough storage facilities in spite of the terrific increase, 
perhaps unforeseen increase, in the production of grain ? 

Dr. Pups. Yes, sir. This plus the other things that I men- 
tioned—the fast writeoff and the guaranteed occupancy. 

Senator Symineron. Dr. Phillips, do you know why, based on your 
study—I notice the return before costs, say in 1940, for the five dis- 
tricts is 7.4 cents, 8 cents, 814cents, 814 cents; and in 1956 that in- 
creased, talking respectively, to 7, 8, 8.5, 17.9, 18.6, 19, 19.4, 20.1, 
income before costs. And that is on rail received. It is even greater 
on truck received, sections 1, 2, 3, and 4 of the country are 10, 11, 1134, 
and 12. We will have another figure for the section 5 area. In 1940 
that jumps to 22.1, 22.9, 23.7, 25.1, and 25.8. In 1956—the following 
percentage increases run in chronological order : 148, 123, 141, 128, 122, 
99, 102, and 110 percent. Do you know why there has been this very 
large increase in the return per bushel of grain stored ? 

Dr. Puturrs. No, I cannot answer directly. I am not familiar 
with the mechanics under which these rates are negotiated. 

I do know that commercial storage rates made some increase 
over this same period of time, presumably based on inflationary 
forces causing certain cost items to go up at the same time. 

Senator SymincTon. There is no question about that. There should 
have been an increase. There has been an increase in costs; we all 
know that. But the degree of the increase in return, based on these 
figures, can you explain that ? 

Dr. Puttutrs. No, I cannot. And I know nothing, as I say, of the 
actual mechanics under which these are negotiated. 

Senator Symineton. Thank you, Doctor. 

Senator Youne of North Dakota. I have a question. 

Senator Symineron. Yes. 

Senator Youne of North Dakota. Do you have any figures on the 
amount that the grain storage capacity of Iowa has been increased 
in the last 10 years? 

Dr. Putuirs. No, I do not have those figures with me. I have seen 
published reports. 

Let me see, I think the census study, for example, showed 
both the bushels and the percentage increases in commercial storage 
facilities since, I believe 1954, or some rather recent period. But I 
do not have those at my fingertips. 

Senator Youne of North Dakota. The storage capacity has been 
increased several hundred percent. 

Dr. Pures. It has been a very marked expansion, yes. 

Senator Youne of North Dakota. But if we got back to normal 
again with respect to surpluses, all this additional storage capacity 
would represent quite a loss to companies in the storage business, 
would it not ? 

Dr. Puiuies. Yes, I think so. 

Now, perhaps we should point out here that our advice to elevator 
people in working with them to help them on management is to hedge 
on this as much as possible by building multiple-purpose type struc- 
tures wherever they can. So if they put up, say, quonset buildings for 
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storage, that could be converted to a feedhouse or something of this 
sort, essentially to use the incentive programs to ae them get facili- 
ties that they cannot economically justify and need anyway and to 
avoid making substantial investments in new facilities that they could 
justify only on the basis of a Government storage program. 

Senator Youne of North Dakota. You can do that same thing on 
a farm too. 

Dr. Putiuies. Yes. 

Senator Young of North Dakota. I do not know whether storage 
rates are too high or not, but I do believe that all the cost factors 
should be considered when we talk about the profit on storage. 

Dr. Puttures. I do too, And I think certainly the cost of shrinkage 
and quality deterioration are factors. 

Senator Symrneron. Now getting on down to these two that we 
discussed, after all charges in one case there was a 54 percent profit 
against costs and in another case 60 percent profit; is that correct? 

Dr. Putuires. Yes. 

Senator Symineron. For the record, at this point will you add all 
the charges that you think are proper in both cases, what the return 
was on that part of allocated fixed assets considered proper to allo- 
cate against this particular operation ? 

Dr. Putuures. Yes, I will do that. 

Senator Symrneton. Thank you very much. 

Dr. Putiutrs. Yes, sir. 

(The data submitted by Dr. Phillips is as follows :) 


Revenues, costs, profits, and rates of return on Government storage and handling 
(including costs of shrinkage and quality deterioration) 











| Newhall Farmers 
Grain Co., | Cooperative 
Newhall, Grain Co., 
Iowa Archer, Iowa 
"Feotad Tremaine ak sods eck we bhi atnc a ccacnoke cade 85, 000 462, 300 
Total storage and handling income - idapeumacetamiamcaerpa ts ere $14, 342. 57 $87, 757.00 
Storage cost (without shrinkage and quality deterioration)..............._._.| 8, 386. 32 49, 694.00 
Ps hukteaceteccasuns shies chek wai ap tnd emretiniin te gpaieipcetniiaein ie devel bic cin ah 5, 956. 25 38, 063. 00 
Per bushel: i ig Tes 3 a 
Total storage and handling income _. aes et tind Dial ..cents- 16. 87 18. 98 
Storage cost (without shrinkage and quality deterioration) ___.....do 9. 86 10.77 
OPENER LEED LE AR sen acta tinal do_- 7.01 8.21 
From previous study, average quality deterioration and shrinkage cost 
Se DORE SD GE OE Te DRE IID 6 Sein cent cencchsanyienncunees cents_. 1.09 1.09 
Net profit per bushel__-.._-- Sin Sik gine buctetdes ei hiasdglneie baad do-_...} 5. 92 7.12 
BUGE PCIE CONG 5 52 oo ss cca ec kdnddndarsesewmalecdbeaseouuees percent -. mek 54. 1 7% 60.0 
INGE DUG COORE MNONEE S65 58 5 oon i cnn ntcennsece ‘iceieteettlaa inlaid gi ins 13.07 22. 83 
i ee at a ee do--_-_- 16. 42 34.13 


Senator Symineton. Proceed, Mr. Counsel. 

Mr. Scumipr. Doctor, you have a study of Iowa State on this 
shrinkage problem, but as far as you know, are there other studies that 
inany way differ from this one-half of 1 percent per bushel ? 

Dr. Puiures. No; I have seen other figures quoted and studies re- 
porting handle shrink, storage shrink, and so forth; and I think these 
are most representative; most I have seen are if anything a little lower 
than these. 
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Mr. Scumipr. In other words, yours may be a little higher than the 
average, but you think it safe to add one-half of 1 percent as a shrink- 
age factor at all times, right / 

“Dr. Pututes. Yes; I think this shrink—I am sure this is the shrink 
we found in that old 1948 and 1949 corn stored for periods of 3 to 4 
years in elevators. If it is turned a little faster, except for the pure 
turning or handling shrink itself, I think it tends to be a little bit 
lower. So that 1 think these are accurate if our sample and the period 
studied was representative. And, if anything, as I say, I think they 
might be a little higher than comparable figures would be under 
present more modern handling and storage conditions. 

Senator Symineron. One further question: Do you happen to know 
the amount of money that has been lent by the Small Business Admin- 
istration in order to build up these grain storage facilities? 

Dr. Pritiirs. No; I know there has been a substantial sum, but I 
do not have the figure in mind, sir; and also by the cooperative banks 
to farmer cooperative elevators. 

Mr. Scumipr. We will come to that. 

Senator Symineron. Considering these profits, I would like to put 
in the record at this point that loans of the Small Business Admin- 
istration for grain storage operations from January 1, 1954, through 
June 30, 1959, of $25,000 or more, totaled $27,106,000. 

Thank you very much, Dr. Phillips. 

Dr. Puiturrs. Thank you. 

Senator Symincron. We appreciate your appearance before the 
committee. 

Next witness. 

Mr. Scumipr. Ivan Summa. 

Mr. Summa. Mr. Chairman, I would like to ask for Mr. Roy F. 
Hendrickson to sit in, if it be all right, the secretary of the National 
Federation of Grain Cooperatives 

Senator Symineron. We cannot have two witnesses at one time. 
Do you want him to sit by so that you can consult with him before 
answering questions ? 

Mr. Summa. Yes, I would appreciate that. 

Senator Symrneron. All right. 

Mr. Summa. Mr. Roy Hendrickson. 

Senator SyMINGTON, Now will you raise your right hand, please? 

Do you solemnly swear that the testimony you are about to give 
before this committee, the Special Investigating Subcommittee of the 
Committee on Agriculture and Forestry of the Senate, will be the 
truth, the whole truth and nothing but the truth, so help you God? 

Mr. Summa. I do. 

Senator Symineron. Proceed, counsel. 


TESTIMONY OF IVAN SUMMA, MANAGER, FARMERS COOPERATIVE 
GRAIN CO., ARCHER, IOWA 


Mr. Scumipr. Mr. Summa, you are manager of Farmers Coopera- 
tive Grain Co, of Archer, Iowa; is that correct ? 

Mr. Summa. Yes, sir. 

Mr. Scumir. Would you describe your facilities and your elevator 
and tell us what type of operation it is? 
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Mr. Summa. We are a retail farm cooperative organized for the 
marketing of grain for our members. We have the conventional type 
upright operating house. We have secured, secondhand wood up- 
right operating house. We have a feed mill, complete line of feed, 
the equipment such as pelleting, mixing, gr inding. We have a retail 
lumberyard, and we merchandise other numerous products. 

And we are the only elevator in this small village of about 150. 
We handle and store Government grain, and we handle and store 
members’ grain. We provide storage and a market for our members, 
whichever way they desire to market their grain, and we try and 
provide a rounded-out program of supplying their farm needs. 

Our storage, which Dr. Phillips has gone over, is varied in kind. 
We have the conventional type; we have upright bolted steel tanks, 
which were an emergency measure; we have flat storage, which is the 
rectangular or round roof, long-type building that is filled with 
portable equipment, and emptied by use of portable equipment. And 
we have some round steel bins that are also the emergency kind. 

Most all of our flat storage is built of the emergency type, and 
normally would not be used in any other operation other than con- 
version to some other use. 

Mr. Scumipr. Emergency flat facility, you have one of those of 
250,000 bushels capacity ; is that right ? 

Mr. Summa. Yes, approxim: ately 250,000 bushels; that is the rated 
capacity. Of course, we all know that we cannot get. that much in it 
normally. 

Mr. Scumipr. You know its rated capacity, but you cannot fill it? 

Mr. Summa. That is right. 

Mr. Scumipr. Now, to discuss these facilities and what they cost to 
acquire them, you built that one in mid-1958, is that right, for the 
250,000 ¢ 

Mr. Summa. Yes; that particular building was built—it has been 
a series of building, improving our present facilities. Most of it was 
old, depreciated out, and we have two operating houses that are neces- 
sary to handle the normal handling of storage and free grain. 

Mr. Scumipr. And you gave us a cost on that of 23.2 cents per 
bushel, using your own iabor, is that right ¢ 

Mr. Summa. Yes; that does not include the ground that it is on 
or any fill or any work like that. It is on leased ground from the 
railroad. 

Mr. Scumipr. And you have 50,000-bushel quonset hut which you 
erected late in 1955, and you gave us a cost on that of 29 cents per 
bushel, including labor and aeration equipment, is that right ¢ 

Mr. Summa. That is right; that does not include the land; we have 
a small real estate land, but we do own the two lots that it sits on. 

Mr. Scumipt. Then your emergency cylindrical tanks, you have 
60,000 bushels in two of those, right ? 

Mr. Summa. Yes, they are 30,000, approximately, each. 

Mr. Scumipr. And you built those in late 1954 for 40 cents per 
bushel, which includes conveying equipment and labor, right? 

Mr. Sumara. Right. 

Mr. Scumipt. Now, your particular type storage for what particu- 
lar grain ? 
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Mr. Suma. Well, we store, as I said, we make a market or storage 
for all types of grain. We have stored corn, soybeans, grain sorghum, 
and oats. It is varied; the majority has been corn, and the next has 
been soybeans, depending on what the area is normally raising that 
year. 

Mr. Scumipr. How long can you keep corn in storage ? 

Mr. Summa. Well, that question remains to be seen; I think 

Mr. Scumipr. How long have you had corn in storage ¢ 

Mr. Summa. Well, we have some corn that was produced in 1952 
that was delivered to us in 1953; it is not our total take over that year, 
but there is some quantity of that corn that is still in storage. 

Mr. Scumipt. You do actually have 1953 Commodity Credit—or 
1952 Commodity Credit non grain which you have held in 
your elevators since 1952 or 1953; is that right ¢ 

Mr. Summa. That is right; ubaae: was in July 1953. 

Mr. Scumipt. Do you have any trouble keeping it in condition ? 

Mr. Summa. Well, of course, this is in flat storage, and we maintain 
and rake tops. We have no actual w eight loss or quality; we have had 
to remove periodically tops of this same grain. And I am of the opin- 
ion that you always have some quality shrink; whether you have qual- 
ity loss or not depends on where you allocate the loss. This grain, as 
a whole, has been of very, very storable quality this particular year. 

Mr. Scumipt. Now, do you have any new corn in here; how much? 
In other words, what is the breakdown of your capacity, starting in 
1953, and how much delivered to you in 1954? 

Mr. Summa. Well, we have tried to analyze our storage; we have 
quite a little 1953 corn; approximately, at the present time it would 
be maybe one-fourth of our overall storage is 1953 corn, either de- 
livered in 1954, or farmers would reseal it for 1 year and deliver it 
thereafter; but we have a sizable amount of 1953 corn. 

Since then, the quality—either weather conditions or not being able 
to mature the corn, either an early frost or something like that, storing 
conditions of corn from 1954 through and up to 1957 have been below 
average; and 1957 was the worst that we have had; the quality was 
poor, the hybrid characteristics of the thing, degradation, broken ker- 
nels and its ability to go out of condition almost overnight is very 
prevalent. 

Mr. Scumipt. You have had approximately one-fourth of your corn 
in storage for 6 years; that is correct, isn’t it ? 

Mr. Suama. Well, ‘fr om 1954 would be 5 5 years; mixed crop, 6 years. 

Mr. Scumipr. Now, going over the Iowa State workshop with us, 
you gave us the figures, working with the staff here, of annual income 
per bushel for both storage and handling; you did not segregate the 
same, but it is approximately 18.9 cents per bushel. 

Mr. Suwa. That is right. 

Mr. Scumipr. You gave us an annual cost of 10.70 cents per bushel, 
leaving a profit. per bushel of 8.21 cents. 

Mr. Suma. Well, there again, that is the direct allocated cost. 

Mr. Scummr. Your direct allocated cost; it does not include your 
shrinkage or quality deterioration, right ? 

Mr. Summa. Or no return on investment, which we have $350,000. 

Mr. Scumipr. We are talking now about your receipt versus your 
cost per bushel. 
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Mr. Summa. Well, if we would have borrowed capital instead of 
members’ capital reinvested in our particular case, we would have had 
an interest bill, the amount 

Mr. Scumipr. In other words, you feel that you should take the 
capital and compute interest on that and include it as part of your 
cost before you compute your per-bushel cost operation, right ? 

Mr. Summa. Well, this survey that we made—I should bring that 
up in detail—was made to study the results or the advantage of a 
retail field and serviceman. We made the study with the understand- 
ing that fertilizer department and feed and seed would definitely have 
to share the major portion of the expense the first year. So when we 
allocated our expenses, we tried to make a thorough departmental 
breakdown on those two items first. 

And to get a clear picture, we departmentalized out, and we threw 
Commodity Credit and our members’ storage into one department; 
and on member storage we have a different rate, which is higher per 
month or per day than the Uniform Grain Storage Agreement 
calls for. 

Then we went across and, as the expenses were allocated, when it 
came to investment—now, if we have to borrow quick capital, and 
which in this program we had approximately $100,000 borrowed— 
that interest expense was distributed across the different departments. 
But when it came to invested capital, this money is invested by our 
farmer members, and we are obligated to give them a fair return on 
their investment; and we feel that a thorough study of this depart- 
mental grain storage should allocate a certain percent of your replace- 
able value or your usable value of the facilities. 

And our fixed assets, approximately 50 percent of our depreciated 
value of fixed assets used in grain storage, either for member or for 
Commodity Credit; and naturally, if 50 percent of our fixed assets, a 
good share of our members’ equity or their retained earnings and their 
ownership should carry a return on their investment, prior and above 
any profit the business should make; that is just natural. 

Mr. Scumipr. You mean that should be included as a cost item 
prior to the computation of the per-bushel costs ? 

Mr. Summa. Yes. And I definitely have the understanding that 
we should use a fair and just rate on shrink, which I think we have 
gone over. We have taken our free grain 

Mr. Scumipr. What do you find in your experience on shrink alone? 
I am not talking about quality deterioration, but your shrink. 

Mr. Summa. Well, the shrink—we have worked the thing over to 
the extent of what we have loaded out. The unknown is put into flat 
storage, and we are of the opinion at the present time that our shrink 
would be 0.48 cent per bushel per year. 

Mr. Scumipr. You told us yesterday it was one-half of 1 percent ; 
did you not? 

Mr. Summa. Pardon? 

Mr. Scumipr. You told us your shrink was one-half of 1 percent, 
shrink alone. 

Mr. Summa. Of the cost of the commodity stored; that would be a 
half percent per bushel. 

Mr. Scumipr. Right. You gave us a rundown here for your per- 
cent of shrink from 1953 through 1959; you show an average of 0.48 
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percent, or slightly less than one-half percent a year for the years 
1953 through 1959. 

Mr. Summa. That would be one-half percent per bushel per year. 

Senator Symineton, Let me interrupt a minute. 

I was just looking at some figures here. The 1951 inventory was 
$1,834,698,000; 1960 is estimated to be $10,423,996,000. Cost Oy a. 
age and related expenses for all commodities was $148 million in 1952; 
and these costs as estimated for 1960 are $1,159 million, 

Do you know why the cost of storage per bushel has gone up so 
much more as against the increase in the inventory ¢ 

Mr. Summa. The cost per bushel ? 

Senator Symineron. Yes. 

Mr. Summa. The rate has gone up; I think the big reason, as was 
pointed out in our problem, that the storage set aside for storage— 
either Commodity Credit or our own—was at a high rate of occu- 
pancy from the period that was studied. And when you store grain 
on a yearly basis, you have an in and an out, and there is a period 
that you set vacant. 

Senator Symineron. I understand that, but the total cost to the 
Government has gone up considerably more than the inventory based 
on the figures that I just read to you. The estimated June 30 inven- 
tory as now considered will be $10,423,996,000; that includes the out- 
standing loans of $1,330 million. 

My question was why is the cost to the Government, in your opin- 
ion, increased per unit stored in what they pay as against what it 
used to be? 

Mr. Summa. Well, just a minute. 

Senator Symrneron. Relatively, as against the increase in the in- 
ventory itself? 

Mr. Summa. I thought I had the answer on the rate of occupancy. 
There is more grain the Government has to store, and I think one of 
the inducements for the warehouse industry that was offered, I think 
you are quite familiar with the occupancy agreement, the fast depre- 
ciation, and also the rate per bushel was made more attractive to in- 
duce warehousemen to build more storage to handle it; I know that 
entered into our situation. 

Senator Symrineron. I would like to ask a couple more questions 
along that line, if I may. 

Are you saying the Government paid a higher rate because you did 
not have full storage ? 

Mr. Summa. Well, I think they saw the risk of investing capital 
into storage for this emergency period, because I pointed out that we 
were building on an emergency basis and that we would have to have 
a higher return on our storage because we anticipated that it would 
not be a standing department similar to our feed and other merchan- 
dise which was brought out prior to this. 

Senator Syminerton. In other words, they were willing to pay you 
more money per unit to store because they agreed with you, or they 
felt, anyway, that the demand for the storage facilities would fall off 
pretty soon; is that right ? 

Mr. Summa. That is the opinion on which we built; and I think 
it was quite commonly true. 
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Senator Symineron. In other words, they gave you 100 percent de- 
preciation ? 

Mr. Summa. Yes, in 5 years. If you built new storage, it was 20 
percent for 5 years. 

Senator Symington. When did they start giving you the 100 per- 
cent ? 

Mr. Summa. I am not sure; that was an act of Congress which 
was made open to anyone on the farm storage or warehouse storage; 
I know that we have two facilities that were built under that. 

Senator Symineron. The Government offered you the opportunity 
to take 100 percent ? 

Mr. Summa. Yes, you had your option of taking normal deprecia- 
tion, and we felt at the time that we would take the fast depreciation 
because of the investment. 

Senator Symrineron. What would you call normal investment, 40 
years ? 

Mr. Summa. It depends on the type of structure. 

Senator Symineron. Assuming that it is well built, that it is a 
normally built structure. 

Mr. Summa. Well, I think our depreciation schedule would not— 
on concrete probably would be 40 years—would be considerably less, 
and of course our type of storage would be normally 

Senator Symineton. In 1954, in an effort to cooperate or to get you 
to cooperate, whichever way you want to look at it, they changed it 
from 40 years to 5 years, is that correct? 

Mr. Summa. That is right, on some type of storage. 

Senator Symineron. Thank you. Go ahead. 

Senator Ettenper. I would like to ask this question on percent- 
ages. What is the difference, if any, in storage rate as compared to 
the rates on those that you built previously ? 

Mr. Summa. Pardon? I did not quite understand. 

Senator Extenper. On the facilities that you built recently; in 
other words you say that you are permitted to pay this off in 5 years. 
In addition you were paid a higher storage rate in order to be able 
to pay it out. Now, on facilities that were completed before this 
period, what is the storage rate in comparison with the rate on these 
later facilities you constructed ? 

Mr. Summa. I think I understand. Your question is that you are 
asking what the uniform grain storage rates would be to people that 
have 

Senator ELipnper. No, are you getting more or less on your old 
storage facilities as compared to the new ones you built ? 

Mr. Summa. The Uniform Grain Storage Agreement, if we were 
storing the same commodity in the two different structures, the rate 
would be exactly the same. 

Senator ELLenper. Irrespective of the cost of the facility and the 
conditions under which it was constructed ? 

Mr. Suma. If you were a country warehouseman, which in our 
case the rate per bushel would be the same. There was no incentive 
per bushel for new storage other than they raised the rate to it; the 
rate was raised for everyone in the farm storage. 

Mr. Scumipt. You do utilize this rapid depreciation factor on part 
of your facilities, do you not? 

Mr. Summa. Yes, we do. 
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Mr. Scummr. And that is included when you come up with your 
costs of 10.77 cents per bushel, right ? 

Mr. Summa. On the two small buildings that were set up. 

You understand, anything built after the ruling, that has normal 
depreciation now. 

Mr. Scumipr. You are writing off $8,000 a year on the rapid amor- 
tization program; are you not? 

Mr. Summa. On a total investment of $40,000, we were entitled to 
that, approximately. Or > 

Mr. Scumipr. That is included in your price per bushel ? 

Mr. Summa. Yes. 

Mr. Scumipr. That approximates almost 2 cents per bushel on your 
costs, so that would more than offset your quality shrinkage factor, 
would it not ¢ 

Mr. Summa. Well, on the average, for that particular year. 

Senator Symrneron. I would like to ask just one more question. 

After you have finished on the 5-year amortization program that 
you started in 1954, you would be out; but you have to take it all? 

Mr. Suma. Yes. 

Senator Symineron. You are clean on your writeoff, right? 

Mr. Suma. That is right. 

Senator SyaneTon. There are some people here that have been 
making 74 percent before shrinkage and quality; perhaps some have 
been making a great deal more than the 100 percent; 1s that right, 
Mr. Counsel ¢ 

Mr. Scumipr. That is what the study shows. 

Senator Symineron. All we want to do here; the purpose of these 
hearings is to try and see why these costs, which are charged to the 
farmer, have risen from $148 million a year storage costs in 1951 to 
$1,286 million estimated in 1961 for all commodities. 

Senator Youne of North Dakota. Mr. Chairman, may I ask a ques- 
tion? Does that include interest or is this just plain storage? 

Senator Symrneton. That includes everything; and for the figures 
that are just the straight storage and handling costs for grain; they 
have risen from $65,918,000 in 1952 to an estimated $587 million 
in 1960. 

Does that answer your question, Senator Young? 

Senator Youne of North Dakota. Yes; thank you. 

Mr. Scumipr. Mr. Summa, you have lesser costs the longer this 
grain stays in the elevator, do you not, as far as handling it goes? 

Mr. Summa. Well, I think we went over it, that our handling of free 
grains and our handling of grains going into storage, we averaged 
about 3.2 cents a bushel expense on our free grain, and which we get 
paid 3.75 from the Commodity Credit, once the grain comes to rest 
and we have no visible deterioration and shrinkage in the same struc- 
ture; we still have our shrink, and we have to maintain it; but the 
rate of occupancy for the second full year naturally enters into the 
profit figure, because we all know that if we are at 90 percent filled for 
365 days, which we would be on a completed second year, the income 
would be much greater. 

Mr. Scumipr. You feel that this rate, particularly in the second 
year, could be cut and still not cause undue harm to you as an elevator 
operator? 
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Mr. Summa. Well, if you are using our elevator for an example, we 
have got to weigh all the facts. We have a relatively low cost per 
bushel, either from depreciation or the type of storage that we use. 
We have one thing that in this type of thing—we have more degrada- 
tion, breakage and more quality from the angle of foreign material 
that we are not reimbursed for. Now, when this material comes to 
the time when we empty this type of storage, the Uniform Grain Stor- 
age Agreement guarantees us the right to appeal any unnecessary or 
high rate of increase in this foreign material. 

But we haven’t been able to collect this, because of technical reasons, 
we will say. But that will enter into our cost of handling on the last 
year. And we have more expense emptying it up. 

Now, I am of the opinion that if we were guaranteed to store this 
for a full calendar year, for a full second year, that the rate could be 
reduced, because it is hinged on the percentage of fill for the full year. 

Mr. Scumipr. How much would you be willing to reduce your rate 
in that event ? 

Mr. Summa. I think that in our particular case it could be a sliding 
scale to the extent of how much is the occupancy going to be there. If 
we are 90 percent filled, definitely 10—well, we will say between 7 
and 12 percent, or something like that. It depends on our rate of fill, 
the amount of return. That just stands to reason. 

Mr. Scumipr. You would be willing, under those circumstances, to 
take 7 to 12 percent less? 

Mr. Summa. That providing we would have the full year’s income 
off it. 

Senator SymiNnctron. What is your cost now? 

Mr. Summa. Well, with shrink—without a return on your invest- 
ment 

Senator Symineton. What is your total cost ? 

Mr. Summa. We find that our shrinkage and quality was about 1 
cent a bushel and that will be very comparable. And I think we come 
up with 11.2 cents. Was not that approximately correct ? 

Senator Symineron. 11.2 is your cost? 

Mr. Summa. Yes. That is not with everything. That was before 
we added the shrinkage and the quality. Is that right? 

Mr. Scumipr. No, that is afterward. 

Mr. Summa. That is afterward, 11.2. 

Mr. Scumipr. That is storage and handling—and I think you should 
explain to the chairman the details of your handling rate. 

Mr. Suma. Yes. 

Mr. Scumipr. What is your cost, 11.2 cents? 

Mr. Suma. Yes, before any return. 

Senator Symrneron. What do you get as a return for storing the 
commodity ? 

Mr. Scumipt. 18.98 cents. 

Mr. Summa. 18.98 cents on a full year’s storage and handling. 

Senator Symineron. That is 19 cents and 11 cents, is that right? 

Mr. Summa. 18.98 cents. Well, it would be 7.8 cents. Is that it, 
approximately? Then if you had 
Senator Symineton. Yes. 

Mr. Summa. Then 
Senator Symrneron. I beg your pardon; 8. 
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That is a pretty good profit, is it not ? 

Mr. Summa. Well, we have, as I mentioned before, our tariff to the 
customers would run, to our members would run higher than that 
per year, because the rate is set at a cent and a half per month, and it 
would be 18.5 cents with the extra amount that we would have from 
our normal profit from handling the customers’ grain. 

This year that was under study we were at a terrific high rate of 
occupancy, which enters into the amount of profit. If we were at a 
75-percent occupancy, we figure we would break even. It is the law 
of the increased amount. And at 50 percent, we would be operating 
at a loss with the fixed expense that we have. 

Senator ELtenper. Mr. Chairman, I would like to pursue the ques- 
tioning that I started awhile ago. 

In addition to rapid amortization, what other inducements did the 
Department offer that caused you to construct more facilities? 

Mr. Summa. Well, I will list some of them that were of importance 
in our area. 

Senator ELttenper. That is what I am talking about. 

Mr. Summa. They have a policy that they fill commercial ware- 
houses first at the country level. That is common knowledge. 

Senator Symineron. I did not hear that. 

Mr. Summa. They fill commercial space first on farm takeover. I 
mean by that, if the grain is storable and we have empty space, they 
will fill our storage first. 

Senator ELLenpER. Now, is that at a fixed uniform rate ? 

Mr. Suma. Yes the rate is standard. It is on a per-day basis, per 
diem deal. 

Senator ELtenper. Now if you can recall the rate at any particular 
period, will you give it to us? 

Mr. Summa. Well, this particular rate that we have now was the 
one we used in the study, and it has been in effect I believe since July 
of—I think it is over 2 years. 

Senator Ertenper. Then how did the old rate paid to the commer- 
cial warehousemen compare with the rate that you were offered in 
order to induce you to construct additional facilities? 

Mr. Summa. Well, this guaranteed occupancy, they guaranteed you 
to be—you had your option of selecting different matters, differen 
ways of going. One was 75 percent, I believe, of your new facilities 
would be. ‘paid on the rate established. If you did not get filled, you 
would have 75 percent for 3 years or 50 percent for 5 years. That was 
another inducement made by the—— 

Senator Ertenpver. Department ? 

Mr. Summa. Yes, by the Department, to build storage and get it 
under a private contr act. 

Senator ELtenperR. Well, now, what, in your opinion, was the addi- 
tional cost of storage under those circumstances compared to the 
commercial ates paid in your area ? 

Mr. Summa. Well, in our particular case we were never able to 
have a claim or get a payment from them because we were more that 
75 percent, filled in 3 years. So I would not have any—we threw up 
the occupancy agreement after the year and a half, because we built 
new storage that would not comply with it, so we were no longer 
covered by the benefits of this act. 
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Senator ELtenver. Now assuming that the additional facilities that 
you constructed will be amortized as was pointed out; is there any 
difference in the rate that you charge for those facilities in contrast to 
those that you constructed prior to that time? 

Mr. Summa. The only two posted rates we have, we are under the 
Iowa State Commerce Commission, and their minimums are set at 
114 cents per month, and they have the right to enter into the Uniform 
Grain Storage Agreement. So their rate, no matter where the mate- 
rial is stored, under our license would be the same. 

Senator ExLLenper. So that the new facilities that you construct 
under more or less Government subsidy, you would get the same rates 
as those that you had previous to this construction program; is that 
right ¢ 

Mr. Summa. Well, the rate is 

Senator ELLeNpeErR. But I say, am I not right? 

Mr. Summa. The rate is the same on all of our facilities. 

Senator ELLENDER. Sure. , 

Mr. Summa. But there was some guaranteed occupancy and things. 
There was not any financial payments made to us in such a way as 
loans or anything of that nature. 

Senator Ettenper. I understand. But you were given inducements 
to construct these facilities ? 

Mr. Summa. The whole trade was given inducements to construct, 
yes. 

Senator ELttenper. Right. 

And after you charged it all off under the law, then your rates 
were the same as those that were paid on facilities that you con- 
structed on your own; they become more or less like a commercial 
warehouse ¢ 

Mr.Summa. Yes. The rates are the same. 

Senator ELLENDER. Sure. 

Mr. Summa. I should mention 

Senator ELLeNpbeEr. But do you think that is fair? 

Mr. Summa. Well, at the time the problem was to store the grain. 
I think the inducements are no longer available or made available 
to anyone other than they filled the storage facilities of commercial 
space first. That is the only one, to my knowledge, that is still there 
which we would be interested in. I think at the time they accom- 
plished their purpose. They had us build storage, and it would 
take something that would be guaranteed occupancy, because we were 
spending our members’ money, and we have to show them a return 
on their investment or we are no longer of service or supplying 

Senator ELLENpER. Do not forget this, that your members, of course, 
if they are able to redeem the loan and to sell the commodities, are 
the ones that have to pay a storage. 

Mr. Summa. Oh, yes; I understand that it is a general 

Senator ELLENpER. Yes. 

Mr. Summa. And it is asizable problem. 

Senator Etitenper. So I say it is an additional cost to the program 
which could, in a measure, affect the farmer himself. 

Mr. Summa. Oh, I think that we are all paying for it. There is no 
question about that. But they accomplished their purpose. They got 
us to build the storage and handle the products. 
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Senator Symineron. Mr. Summa, what we are trying to find out 
is why the Government pays rates that result in these high per- 
centages of profit. My mind goes back to the Vinson-Trammell Act, 
which said that you cannot make more than 10 percent on contracts 
with the Government. Automobile manufacturers building Govern- 
ment equipment say they are not allowed to make more than 5, <Air- 
plane manufacturers say they are making around 3. Based on our 
figures and including all costs, you are making 60 percent profit on 
costs. 

Now, it is the degree of the difference that worries me, especially 
as the Congress has been criticized fairly heavily because of accusa- 
tions it is constantly adding to the cost of the farm programs. All we 
want to do is get the facts as to why these very large percentages of 
profit are allowed in one Department, and such relatively very small 
percentages are allowed in others. 

I think we in America have a concept of what is a fair business 
profit, under good business management and sound accounting prin- 
ciples. 

From my exper ience in Government, in and out of Government, a 
relationship with Government for some 30 years, these are the highest 
profits on Government business by far that I have ever seen. 

We are just trying to get the facts. 

Mr. Summa. Well, I do not think that individual cases—I think 
there is an ultimate amount of luck. I think in our overall program 
that we are able to keep our quality losses at a minimum because we 
have—I think one reason that our grain merchandising count was 
down was the amount of quality and shrinkage that we had, two— 
they said, in the first part, there was no quality shrinkage in 12 years. 
To me, if he had to buy and replace his free grain and put it back, 
he would have to pay for that grain someplace. 

Senator Symrineron. I understand. We put in your quality agree- 
ment, 

Mr.Summa. Yes; I understand. 

Senator Symrneron. And your profits are considerably more than 
some other people’s profits in the same business. 

Mr. Summa. Yes. And I hope that the overall setup is that sound 
management and things will not be blamed for this high type of re- 
turn on investment. 

Senator Symineron. You are running a private business, and are 
interested in getting just as much for your grain storage as you can. 
That is our system. We in the Congress have the right to look as to 
why the Department of Agriculture is signing contracts which result 
in these high profits, especially because ‘of the expense that it puts 
on the farmer and American people. 

Will you proceed, Mr. Counsel ? 

Senator Proxmire. Could I ask this point, Senator ? 

Senator Symineton. Senator Proxmire. 

Senator Proxmire. What is the justification for having, if there is 
a justification, the fact that there is a much higher profit margin on 
Government business than a commercial business ? 

Mr. Summa. Well, I think—I do not know if you are familiar with 
our situation, but the amount of capacity—or we could say the useful- 
ness of our storage was 90 percent filled during this period; whereas, 
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on the other departments, if you would follow the problem, we go 
into great detail that we went through a series of marginal drought 
years, in the other departments other than feed where we had a con- 
siderable amount of the increase in sales and also in gross margin. 
The other departments suffered. 

Senator Proxmire. Then you would say that this is something that 
is temporary and might not occur if we s do not have such a tremendous 
production ¢ 

Mr. Summa. I think the big thing is our rate of occupancy for long 
periods of time. Naturally, the rate of fill or the usefulness of any 
piece of fixed assets, if you are running at 90 percent of capacity 24 
hours a day, which we are doing in storage, and started in feed, 
naturally the return is going to have to be greater because the useful- 
ness is being used 9 out of eve ry 10 hours. 

Senator Proxamire. Yes, but you are explaining very well, I think, 
the reason you have this difference. I am just w ondering what the 
justification is. If you can count on such a substantial capacity of 
Government business, why would it not be fair for the Congress to 
induce the Department of Agriculture to act and the Congress to act 
too to reduce the rate? 

Mr. Summa. Well, I hope that—in fact, I want to go back to this 
other statement. I am very thankful that this thing is being brought 
out and discussed openly. I think we have had very unfavorable 
publicity to grain storage and also to the department. There is no 
question about that. I think if we are going to continue to have sur- 
plus and if we are going to continue to have this amount of occu- 
pancy, I think, like the man I have already mentioned, I think for a 
guaranteed year’s storage, I think the rate—and it has in the past ; 
it has been a diminishing ‘rate the first 10 years. Then from then on 
the rate was dropped per bushel a slight amount. Because once it 
comes to rest in storage, your in-and-out expense and things, they are 
not as great, if you follow me, the stor age for the second and third— 
as was brought out, we had some 4- and 5 5-year-old corn stored. That 
reflects directly, I think, on our net margin. If we would have had to 
empty this storage up, say, 9 months in the storage year and sit empty 
for 3 months because of either qu: ality or Government grain ordered 
out, which has happened in our case in soybeans this year, we will set 
from—we think we will set from February, or from now when we 
finish loading out beans, which is the 100,000 bushels, until takeover 
time with that amount of space vacant. 

So you cannot say that you can do this constantly. But on a guar- 
anteed basis or if they are going to leave it for long- term storage, no 
doubt the rate should be adjust ed to meet what the costs actually are, 

Senator Symineron. Senator Young. 

Senator Youne of North Dakota. What was your storage capacity 
in 1953 for storage in your cooperative ? 

Mr. Summa. I started managing this local cooperative in 1952. 

Senator Youne of North Dakota. What was your storage capacity 
then ? 

Mr. Summa. The overall capacity I think would be stated on our 
beginning of our workshop papers here. I could list the—we have 
approximately 42,000-bushel storage. 
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Senator Youne of North Dakota. What is your storage capacity 
today ? 

Mr. Summa. Well, the storage rated capacity which is not all us- 
able—I think you understand “that. You can’t fill them all to ca- 
pacity, because when they measure capacity it is to the roof peak 
and on this flat-type storage it has to be 4 and 5 and even 6 foot 
so that they can get in and visually inspect all the grain. At the 
present time, we are at 650,000-bushel rated capacity. 

Senator Youne of North Dakota. About how much has this addi- 
tional, 600,000 additional, bushel storage capacity cost you ¢ 

Mr. Summa. On an average of overall ? 

Mr. Youne of North Dakota. Yes. 

Mr. Summa. I could qualify this statement, when we started in 
1952 or when I started there, there were two elevators. We have 
bought out 90,000 bushel of his facilities. That should be brought 
out. There was actually 128,000 or 150,000 in this town. 

Now, we figure that we have, if we were to replace this, approxi- 
mately 50 cents per bushel. Our depreciated base would be in the 
neighborhood of 30 cents a bushel. 

Senator Youne of North Dakota. About how much does that addi- 
tional storage cost you? Can you givea figure? 

Mr. Summa. Well, it would run between 30 and 50 depending on 
which type of storage. 
are Youne of North Dakota. How much money would that 

Mr. Summa. Well, on 450,000 bushels it would be $135,000. 

Senator Youne of North Dakota. $135,000 ? 

Mr. Summa. Well, let’s see: 450,000 at 30 cents would be $135,000. 
At 50 cents it would be $225,000. 

Senator Youne of North Dakota. $225,000. 

Well, supposing our surplus disappeared and we got back to normal 
again. What would you do with this storage ? 

“Mr. Summa. We would have to dismantle or convert. We have 
the lumber facilities. We have bulk mixing in fertilizer. We have 
feed and we hope to get into the complete roughage in feed. Taking 
in corncob meal and hay, dehydrating. 

Senator Youne of North Dakota. Much of this $225,000 invested 
would be lost then ? 

Mr. Summa. Yes. There is only $8,000 a year that they can ac- 
celerate so the rest is over a 40-year period. 

Senator Youne of North Dakota. I think when we take into con- 
sideration that we are talking about cost, that if as Mr. Summa had 
said you can continue on with all this storage again for 10 years in 
the future, be assured of that kind of business, then you could re- 
duce your storage costs considerably. Again, I want to say I am 
not sure but what these stor age costs aren’t too high. I think if we 
appraise the thing we ought ‘to consider all of the costs of storage. 

Senator Symineton. I would say that to the best of my knowledge 
the accelerated amortization concept was put in in order to give an 
incentive to people to expand facilities for storing grain. They fol- 
lowed the technique that was established for defense facilities during 
the Korean war. Our steel capacity, as you know, went to 140 mil- 
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lion tons because of accelerated amortization. They never had ca- 
pacity go that high before. 

I would like to ask a question about the preferential policy. 

You say the Department filled commercial bins before their own, is 
that it? 

Mr. Summa. That was one of the inducements or policies of the 
Department, to fill existing warehousemen or new warehousemen’s 
facilities first. 

Senator SymrineTon. First ahead of who? 

Mr. Summa. Before shipping again out or moving it to other bin 
sites or filling their bin sites if there was room in the bin sites. 

Senator Symineron. You mean the Government-owned bin sites? 
Mr. Summa. Yes. 

Senator SymineTon. Since the Department does not pay itself a 
rofit, the policy of filling your bins entirely before they fill their 
ins results in additional taxpayers’ cost; is that correct ? 

Mr. Summa. The difference between what it costs them to store in 
bin sites and the uniform grain storage, I would assume that it would 
be additional cost. 

Senator Symrneron. But they would have no depreciation problem. 

Mr. Summa. Well, they have quite a few advantages, such as inter- 
est and return on investments. 

Senator Symineron. You think their cost would be less than your 
cost ? 

Mr. Summa. I think the survey will bear me out they have a slight 
advantage on cost. 

Senator Symineron. Then that would be further 

Mr. Summa. I am not up to date on what the exact cost of bushel 
is and what it costs in their bin site. I think other departments have 
made studies on that. 

Senator Symincron. I am not criticizing the point. I am making 
the observation that the Department’s policy results in an additional 
cost to the taxpayer where the cost of storing in Government ware- 
houses are less than the commercial warehouses. Yet, they have 
adopted the policy of filling you up first before they use their own 
space; is that correct? 

Mr. Summa. Yes. I think the reason for the bin site deal was for 
a surplus or any overflow or any place where there wasn’t any adequate 
storage. 

Senator Symineton. All right. Proceed. 

Mr. Scumipt. Mr. Summa, this uniform grain storage rate has been 
negotiated every 2 years, isn’t that right ? 

Mr. Suma. Yes. 

Mr. Scumipr. When was the last time it was renegotiated / 

Mr. Summa. During 1956, I assume. 

Mr. Scumipr. It has remained the same ever since ? 

Mr. Summa. I understand it is still the same and there are negoti- 
ations on now as was stated prior. 

Mr. Scumipr. You were telling us that you were given assurances 
that this would stay the same for at least 3 years when you last con- 
tracted; is that correct ? 

Mr. Summa. Well, it was assumed for a 2- to 3-year period. I 
know that it was mentioned in practically all the trade magazines that 
it had run for at least 2 years in the past, yes. 
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Mr. Scumir. You felt at this time it would run for more than 2 
years, is that night / 

Mr. Suma. I couldn’t see anything that would reduce it. I didn’t 
personally make a study of it myself. I was told by competent peo- 
ple in the field that it would run for at least 2 years. 

Mr. Scumipr. You did not participate as an industry negotiator? 

Mr. Summa. No; at that time I was not. 

Mr. Scumipr. You pay a special patronage dividend to your mem- 
bers on Government grain in store % 

Mr. Summa. Under the Internal Revenue, we make allocations to 
members on their grain. That was in the amount of 2 cents per 
bushel and out of our profit we allocated to producers who delivered 
Government grain to use, because we have a preexisting contract 
with our articles that we shall allocate back to members on prorated 
basis of the amount of volume that they supply us with of 1.3. 

Mr. Scumipr. 1.3 cents per bushel for each bushel of Government 
grain that they bring in? 

Mr. Summa. That was paid in the form of patronage dividends, 
yes. 

Senator Symineton. Mr. Summa, would you explain for the record 
what you mean by “patronage dividends” ? 

Mr. Summa. In the cooperative field, we have a preexisting con- 
tract that we pay back to our members the amount of profit made on 
any commodity such as all merchandise, Such would be storage for 
the member and the rate per bushel of grain handled. 

Now, on grain we allocated back to members if you would have sold 
1,000 bushels at 2 cents a bushel, you would have gotten allocation or 
the ownership back of 2 cents a bushel or $20. That would be on 
1,000 bushels. 

Senator Symineton. Two cents a bushel ? 

Mr. Summa. Yes. 

Senator Symineron. In your co-op do you pay the dividend on other 
products ? 

Mr. Summa. On Government grain for the handling, brought in, 
it was 1.3. According to the tax rules, it is nonmember business. 
So we had to pay income tax at the regular corporate rate and we 
allocated 1.3 cents per bushel on Government grain delivery by mem- 
bers to us. 

Now, on merchandise and storage there was an allocation I believe 
in our statement of 6.4 percent or 6.4 cents per dollar. That is what 
the member got back for his patronage. 

Senator Symrneron. In your co-op do you give these dividends on 
any other product that you handle or is this the only product that 
you do handle? 

Mr. Summa. We are obligated under this to allocate all earnings 
back on a—all departments are under merchandise. 

Senator Symrneron. Are you given any other credits on mer- 
chandise? 

Mr. Summa. Any other deferred dividends? 

Senator Symrneton. Yes. 

Mr. Summa. We throw all of our products such as feed, fertilizer, 
coal and twine, as merchandise and storage. 

Senator Symineron. What I am driving at, Mr. Summa, is this the 
most profitable part ? 
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Mr. Summa. The storage? 

Senator SyMINGTON. Yes. 

Mr. Summa. During the particular year we had more profit, net 
profit. The figures will bear us out. 

Senator Symineron. This is the most profitable part of your busi- 
ness, is that right? 

Mr. SumMa. Individually, yes. 

Senator SyMINGTON. Thank you. 

Mr. Scumipr. Mr. Summa, then you can say in summation that 
your storage and handling as you now have it and received from 
Government storage only, runs 18.98 cents, and you have a cost against 
that of approximately 11.2 cents, that your profit then is 7.78 cents 
per bushel. You have stated that you would be willing to store in 
the second year at a little cheaper rate if you had the assurance that 
grain was going to be there. 

You have also stated that you feel then the rate should be cut at 
least 10 percent which you point out would be roughly 2 cents a bushel. 
Since total approximate cost for each 1 cent is $25 million, this would 
effect taxpayers’ savings of some $50 million a year if that were pos- 
sible throughout the country. 

Thank you for your appearance. 

Senator Symineton. Next witness. 

Mr. Scumipr. Mr. Dudden. 


TESTIMONY OF GARRETT DUDDEN, DUDDEN ELEVATORS, INC., 
VENANGO, NEBR., ACCOMPANIED BY HOWARD M. HUNTER, 
ACCOUNTANT 


Mr. Duppen. Senator, I would like to ask my accountant to sit with 
me, if I might. 

Senator Symineton. All right. 

Will you raise your right hand, please. 

Will you swear that the information you will give this subeommittee 
of the Senate Agriculture and Forestry Committee will be the truth, 
the whole truth and nothing but the truth, so help you God. 

Mr. Duppen. I do. 

Mr. Scumipr. Mr. Dudden, first of all, I would like to clarify the 
fact. that you are appearing here under subpena issued by this com- 
mittee ¢ 

Mr. Duppen. That is right. 

Mr. Scumipr. Along with Mr. Hunter, your accountant. 

Mr. Dudden, you operate Dudden Elevators, Inc., in Venango, 
Nebr.—right ? 

Mr. Duppen. That is right. 

Mr. Scumipr. This is an elevator of 2,167,000-bushel capacity; is 
that correct ? 

Mr. Dupven. That is right. 

Mr. Scumipr. You were kind to furnish us a photograph of facili- 
ties which we showed the committee. I would like to have you ex- 
plain to us, Mr. Dudden, the nature of storage operation, what grains 
you store. 

Mr. Duppren. My dad started in the grain business in this small 
town of Venango, Nebr., in 1926, binning and selling grain and ship- 
ping it by boxcar. They scooped the grain in cars. In 1927 we built 
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a small elevator and in 1932, after I graduated from high school, I be- 
came a part of the business working for my father. 

In 1938 we formed a partnership, and in 1952 we incorporated our 
business. 

Senator SymineTon. What year did you incorporate? 

Mr. Duppen. 1952, under the laws of State of Nebraska. 

Mr. Scumwr. V enango is out in the Great Plains wheat area, is 
not ? 

Mr. Duppen. That is right. We are in the summer fallow wheat 
area and wheat is about the only crop that will grow with any suc- 
cess in our area. 

Mr. Scumipr. Now, you have been in the grain business for a good 
long period of time. Let me ask you whether or not you had your 
facilities surveyed by representatives from the General Accounting 
Office who were doing so at the request of this committee ? 

Mr. Duppen. That is correct. 

Mr. Scumipr. npay examined the books and records of your eleva- 
tor; is that right, sir? 

Mr. Duppen. That is right. 

Mr. Scumiptr. Assuming that you had the opportunity to go over 
their work and have your accountant go over their work, were you in 
accord with the findings that were ultimately resolved from that 
study ? 

Mr. DuppEen. They were very thorough and we agreed with their 
figures. 

“Mr. Scrat. Now, their particular figures show that you have 
total capacity of 2,167,000 bushels, of whic h 1,738,000 is so-called con- 
ventional; is that correct ? 

Mr. Duppen. That is right. 

Mr. Scumipr. You have 429,000 bushels of flat storage? 

Mr. Duppen. That is right. 

Mr. Scumipr. What type of flat storage ? 

Mr. Duppen. Both wood and steel. 

Mr. Scumipr. And do you have any so-called emergency flat. stor- 
age in the form of steel? Can you tell us what it is, “Butler bins or 
what ? 

Mr. Duppen. This flat storage is a steel Quonset-type building. 

Senator Symineton. Would you please talk a little louder? 

Mr. Duppen. That flat storage is steel-type building and wood-type 
buildings. They are considered as emergency-type storage. 

Mr. Scumipr. Now, you received under the Uniform Grain Storage 
Agreement for storage 16.79 cents per bushel, is that correct:? 

Mr. Duppen. That is right. 

Mr. Scumipr. And your cost of storage is 8.27 cents per bushel; 
right? 

Mr. Duppen. That is right. That is according to the GAO survey 
that was made. 

Mr. Scumipr. Leaving a profit margin of 8.5 cents or a profit on 
costs of 105.4 percent. 

Now, this varies on your type of structure, does it not? 

Mr. Duppen. That is right. 
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Mr. Scumipr. More profitable to store one than the other and the 
costs are higher for conventional, say, than flat because you have to 
have more equipment. 

Mr. Duppen. That is right. 

Mr. Scumipr. Now, you have constructed storage, I assume, in re- 
cent. times, Mr. Dudden. What do you find that 1t costs you to con- 
struct per bushel flat storage facilities, for example ? 

I believe the survey shows a cost of 27.6 cents. Is that correct, con- 
struction costs of flat facilities ? 

Mr. Duppen. It was 18.6 cents per bushel for this flat type, is that 
right? 

Mr. Scumipr. 18 cents a bushel for the flat storage, cost of con- 
struction. 

What does that include in the cost of construction, Mr. Dudden ? 
You furnished your own labor or did you have it built or what? 

Mr. Duppen. That doesn’t include any turning facilities, just the 
building. 

Mr. Scumipr. Just the building itself. 

Mr. Duppen. It would be watertight. 

Mr. Scumipr. Then the building with equipment would run almost 
21 cents a bushel ? 

Mr. Duppen. That is right, variation in turning facilities. 

Mr. Scumipr. In other words, the equipment necessary to keep this 
grain in condition and to bring it in ? 

Mr. Duppen. That is right. 

Mr. Scumipr. Now, your conventional storage facilities, what was 
your construction cost on that, Mr. Dudden? 

Mr. Duppen. 38 cents a bushel. Ours cost us approximately 38 
cents a bushel. 

Mr. Scumipr. That would include everything? 

Mr. Duppen. That is right. 

Mr. Scumipr. Total cost. 

That would then on the basis of return on investment give your flat 
storage facilities approximately 50 percent and on conventional 24 
percent or combined average of around 2614 percent return of invest- 
ment on storage, is that correct ? 

Mr. Duppven. That is right. 

Mr. Scumipr. Any questions? 

Senator Proxmire. Do I understand you have a 2414-percent com- 
bined return on investment; in other words your investment is paid 
for in about 4 years ? 

Mr. Duppen. 2614 percent. 

Senator Proxmire. 2614 percent. This is after Federal income tax. 

Mr. Duppen. That is before. 

Senator Proxmtre. Before Federal income tax. 

This is the only business you do, is that correct, Government storage? 

Mr. Duppen. We buy and sell grain for farmers as well as store for 
Government. 

Senator Proxmire. How does your profit margin compare on that 
business ? 

Mr. Duppen. We receive the same rate of storage. 

Senator Proxmire. There is no difference ? 

Mr. Duppen. No difference in storage rate. 
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Senator Proxmire. Have you been expanding your facilities in re- 
cent years? 

Mr. Duppen. Yes. Our facilities expanded from 12,000 bushels in 
1927 to our present capacity. 

Senator Proxmire. But in recent years it has been this rate? | 
: Mr. Duppen. We added approximately a million bushels the last | 
2 years. 

Senator Proxmire. Doubled in the last 2 years, is that right? 

Mr. Duppen. Yes. 

Senator Proxmire. Can you tell me if you have any plans for further 
expansion ? 

Mr. Duppen. None. 

Senator Proxmire. Do you feel that this rate is justified on the basis | 
of the risk, that is, that there may not be a surplus a year or 2 years | 
from now and therefore, you have to get this kind of return in order | 
to justify the investment ? 


Mr. Duppen. If we were guaranteed our capacity being filled, we 


' 


probably could store for less money. 
Senator Proxmire. On the same basis as the gentlemen who testi- | 
fied before you ? 
Mr. Duppen. Yes. 
Senator Proxmire. At about the same figure, 2 cents, something like | 


that ? 
| 
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Mr. Duppen. We all realize that part of the cost of storage—there 
is a possibility of not having any grain to store, you understand. 

Senator Proxmire. Now, in the event that the surplus problem 
should be solved and grain would be available to store in a year or 2, 
you would get great benefits from the very fact that you do have a 
heavy tax to pay now, isn’t that right? So you would get a rebate in 
your tax in subsequent years, that is, if you would be using money 
you could offset that loss against your profits at the present time. 

Mr. Duppen. I am not in a position to answer that, Senator. We 
haven’t gone into that. 

Senator Proxmire. Thank you. 

Senator Symrinecron. Now, let me be sure I understand. You are 
making 105-percent profit on sales and you are making 26-percent- 
plus on investment. Do you also utilize the 100 percent amortization! 

Mr. Duppen. We have taken advantage of the 100 percent amorti- 
zation, yes. 

Senator Symineton. Did you ask for it or did the Department offer 
it to you? 

Mr. Duppen. It was available and we asked for it. 

Senator Symineton. Thank you. 

Senator Exienper. Well, how much of your present capacity did 
you build under the amortization plan ? 

Mr. Duppen. Under the 5-year amortization we built approximately 
150,000 bushels. 

Senator Etienper. 150,000 out of a capacity of 2,167,000? 

Mr. Duppen. In 1951 and 1952 we had amortization of a lesser 
amount. 

Senator ELLenper. Well, now, you said you incorporated in 1952. 
Will you tell us what your capacity was at that time? 

Mr. Duppen. Approximately 500,000 bushels in 1952. 
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Senator Exixenper. So that from 1952 to date, you have increased 
up to 2,167,000? 

Mr. Duppen. That is right. 

Senator ELLENDER. Now, how much of that additional storage did 
you build under this quick ‘amortization ? 

Mr. DuppEn. In 1951 we built 300,000 bushels. 

Senator E,L.enper. All right. 

Mr. Duppen. In 1952, 260,000. 

Senator ELLenper. All right. 

Mr. Duppen. In 1953, 350,000. 

Senator ELLENDER. 1953? 

Mr. Duppen. 350,000. 

That was upright conventional storage. 

Senator Extenper. You mean those shown in this photograph ? 

Mr. Duppen. That is right. 

In 1954 we built 250,000 bushels. 

Senator ELLENDER. 1954, 250,000 ? 

Mr. Duppren. Temporary storage. The 1954 was temporary 
storage. 

Senator Exrenpver. Well, now, what additional inducements, if 
any, did you receive from the Government to construct permanent 
storage, upright houses that are shown in this photograph? 

Mr. DuppEen. None, Senator. 

Senator Ex,enper. None at all except the quick amortization ? 

Mr. Duppen. Just the amortization. 

Senator ELtenper. And the rate of storage on those new facilities 
was the same as those that you were paid on old facilities, am I cor- 
rect in that ? 

Mr. Dupnen. Exactly the same. 

Senator E.tenper. I see. And that was fixed under the uniform 
storage agreement ? 

Mr. Duppen. Uniform storage agreement. 

Senator ELtenper. All right. 

Senator Proxmire. Could I just see if I understand now. 

This 100 percent profit which you say is 2 cents per bushel is not 
the profit that you had to pay taxes on, as I understand, because of 
the amortization provision. That was very, very substantially re- 
duced. This was under the assumption that you would have to have 
ordinary depreciation. 

Mr. Duppen. That is right. 

Senator Proxmie. Therefore, you have already been enabled to 
retain at least a substantial amount to compensate you for construc- 
tion of these facilities? 

Mr. Duppen. Yes. 

Senator Symineton. On quite a little of this, then, you are amor- 
tized heavily. You won’t have to take any depreciation? 

Mr. Duppen. Our amortization, I believe, has expired on nearly 
all of it. 

Senator Symrneton. Has there been any notification there will be 
revision of rate structures given you as a result of that situation? 
In other words, the amortization was to cover the risk. Now, you 
have written off your —_ 100 percent. Has there been any notifica- 
tion of adjustment i in rate ? 











42 INVESTIGATION OF GRAIN STORAGE OPERATIONS 


Mr. Duppen. None. 

Senator Symineton. So you will, therefore, on the same basis of the 
figures, make a profit in the future even er eater than 105 percent ; is 
that correct? That is mathematical, isn’t it ? 

Mr. Duppen. Mathematically. 

Senator Symrneron. Thank you. 

Now, did you get any loans from any Government agency ? 

Mr. Duppen. No. 

Senator Symrneron. We have a list here of people who have gone 
in this storage business with loans from the Government totaling 
many millions of dollars. 

Actually, if you had gotten a loan from the Government to build 
these facilities like many of these people have, you could handle it 
on the basis of no investment at all on your part; could you not? You 
used your own money, but if you used Government money through a 
loan you could start getting back 100 percent of your cost. without 
putting any of your own money in at all; could you not? 

Mr. Duppen. I assume that you are right. 

Senator Symrneron. Do you want to check that with your 
accountant ? 

That is correct ; is it not ? 

Mr. Duppen. That is right. 

Senator Syminetron. Thank you. 

Senator Proxmrre. Can I ask, in the area of Nebraska where you 
are, are there ample storage facilities now ? 

Mr. Duppen. We are in the high competitive area, and in a space 
of 36 miles there is over 12 million bushels of storage. 

Senator Proxmire. So there is ample storage available and there 
is some excess capacity 

Mr. DuppEn. Thetis an excess in capacitv; ves. 

Senator Proxmire. Now, how have you been successful in getting 
contracts? I mean how do they do this? How do they allocate? 
There is no bid ? 

Mr. Duppen. Your customers bring you the grain, is how you can 
get it. It is brought to you through regular trade channels, 
producers. 

Senator Proxmire. Is there any concession to customers so they 
couldn’t go to somebody else ? 

Mr. Duppen. No; no concession made. 

Senator Proxmire. Is it a matter of promotion ? 

Mr. Duppen. Well, we give away pencils and calendars. 

Senator Proxmire. You don’t have a promotion staff, or anything 
of that kind? 

Mr. Duppen. No. 

Senator Proxmire. Extensive advertising, direct mail, people call- 
ing, attempting to solicit their business ? 

Mr. Duppen. We do none of that. However, we give good serv- 
ice and take care of our customers’ grain, regardless of the moisture 
content or the condition. 

Senator Proxmire. Well, then, with the moisture content situation, 
there is a kind of, at least a partial price differential to your cus- 
tomers; isn’t that correct ? 
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Mr. Duppen. We are paid for drying and conditioning grain. 
However, we have the facilities to do it and so, therefore, we get the 
business. 

Senator Proxmire. I see. 

Senator Syminetron. Mr. Witness, we have a sworn affidavit here, 
dated January 11, 1960: 


I, Hugo Blumstengel, furnish the following voluntary statement to Mark C. 
Wempe known to me to be a representative of the U.S. Senate Agricultural Com- 
mittee. This voluntary statement may be used as necessary by the committee. 

In May 1959, I prepared an advertisement as follows which was mailed to 
elevator men: “Are you passing up Uncle Sam’s gravy train of storing CCC 
grain on which some other grain dealers are getting back their original capital 
on investment the first year, and returns of 50 to 75 percent the following years 
on their original investment.” 

Did you ever see that ? 

Mr. DuppeN. Not that particular statement, Senator. 

Senator SyMincTon. Did you ever see that advertisement ? 

Mr. Duppen. There are similar advertisements. 

Senator Symincron. Do you have one ? 

Mr. Duppen. No, we haven't. 

Senator Symincron. How did you see it? You say there are; how 
do you know there are ¢ 

Mr. Duppen. The sellers of steel buildings advertising over the 
radio and television to get buyers to buy their products make some 
pretty outlandish statements, Senator. 

Senator Symineron. The affidavit continues: 

In addition, this advertisement referred to the fact that there was gold in 
them there mountains of grain and that facilities could be constructed for as 
low as 13 cents per bushel exclusive of foundation costs. 

This circular was subsequently withdrawn at the request of the manufac- 
turer before the mailing was completed. 

That is the end of the affidavit sworn to January 11, 1960. 

Well, if you could construct it at 13 cents a bushel and you were 
getting 17 cents a bushel, you would be in pretty good shape, wouldn’t 
you ¢ 

Mr. Duppen. If you didn’t have to fill and empty it and condition 
it, you would. 

Senator Symincron. Without objection, this affidavit will be made a 
part of the record. 

(The affidavit referred to will be found in the files of the subcom- 
mittee. ) 

Senator Symineton. Senator Young. 

Senator Youne of North Dakota. What percentage of your capa- 
city is represented by Government storage? What percentage of the 
grain you have in storage now is Government-stored grain ? 

Mr. Duppen. During the GAO survey, it was 67 percent filled. 

Senator Youne of North Dakota. Who determines where this 
Government grain can ‘be stored, whether in your elevator or one of 
these other elevator facilities in your area? Who determines that ? 

Mr. DuppeN. The farmer is allowed to deliver the grain to the eleva- 
tor of his choice. 

Senator Youne of North Dakota. Also your regional ASC office 
determines in a large measure where most of this grain goes, doesn’t it ? 

58385—60——4 
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Mr. Duppen. The ASC ultimately tells people where to haul it, 
but they have their choice of where they would like to have it de- 
livered. In our instance, in our area, that is the way it is handled. 

Senator Youne of North Dakota. How many miles do the farmers 
haul to your elevator ? 

Mr. DuppEen. We have competitors 22 miles north of Venango, 38 
miles southeast, and, of course 7 miles west and 7 miles east. So you 
can get an idea of our territory. 

Senator Youne of North Dakota. How does a regional or State 
ASC committee determine where the grain is to be stored? Do they 
contact you ? 

Mr. Duppen. They use the first facilities they can get it to. 

Senator Youne of North Dakota. What if there is a competitor 
right next to you? Do they divide it evenly ? 

Mr. Duppen. If he is a customer of your competitor, the competitor 
gets the business. If he is your customer, you get the business. 

Senator Youne of North Dakota. Mr.¢ hairman, this is something 
I think we should go into because there is some preference shown. I 
am not familiar with all the details of it, but some elevators are able 
to get grain when others can’t. 


Senator Symineton. Mr. Dudden, would you care to comment 


further on that? 

Mr. Duppen. Our town is geographically located near the Colorado 
State line and we draw grain from four counties, a point to and from 
Colorado and to and from Nebraska. The ASC office mails out a 

card prior to takeover date of wheat or other grain, and the farmer 

writes on the card the elevator of his choice to deliver this grain to, 
and then the elevator will receive from the ASC office the delivery 
notices. 

Senator Symrnetron. Mr. Counsel, will you look into this further 
and discuss it with Senator Young at his convenience ? 

Senator Youne of North Dakota. I would also like to find out 
whether the ASC always abide by the farmers’ wishes in this matter. 

Mr. Duppen. Senator Young, I might go further on that, that our 
customers converse with us in regard to delivering grain and I think 
if they told them to haul it to the wrong elevator that they would be 
corrected. 

Senator Youne of North Dakota. You havea representative who is 
out contacting farmers, soliciting their storage business. 

Mr. Duppen. They do their business in our small town and loaf, 
so to speak, in our elevator. So we know what they are doing. 

Senator Youne of North Dakota. There wouldn’t be anything 
wrong if they did—I think you are wrong on the other matter—if the 
Government determined how much grain went to this elevator and 
how much to that elevator when they had equal storage capacity and 
facilities and everything very much alike. 

Mr. Scumipr. May I: say to the committee that we are going to have 
witnesses from the Department of Agriculture here tomorrow. I 
think that they can explain the matter to us. 

Mr. Dudden, I have no further questions. 

Do any members of the committee have further questions? 

Senator Symineton. Any questions? 

Senator ELtenper. No. 
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Senator Syminoeron. Senator Young? 

Senator Youne of North Dakota. No. 

Senator Symineron. Senator Proxmire? 

Senator Proxmire. No. 

Senator Symineton. Mr. Dudden, I want to compliment you. You 
have been a very frank and forthright witness, and let me emphasize 
that there is no criticism of any action of yours in any way on the 
part of the committee. In fact, I think if I was out of the Senate the 
first thing I would do would be to go into the grain business. 

Counsel, you have one more witness, have you not, and then we will 
meet this afternoon. 

Will you call your next witness. 

Mr. Scumipr. Mr. Puelz, will you step forward to be sworn, please. 

Mr. Puruz. Mr. Chairman, may I have my accountant sit with me? 

Senator Symrineton. Yes. 


TESTIMONY OF ROBERT A. PUELZ, MANAGER, EQUITY UNION 
GRAIN CO., LINCOLN, NEBR.; ACCOMPANIED BY HOWARD D. 
OLSON, ACCOUNTANT 


Senator Symineton. Will you raise your right hand, please. 

Do you swear that the testimony you will give to the subcommittee 
of the Senate Agriculture and Forestry Committee will be the truth, 
the whole truth, and nothing but the truth, so help you God? 

Mr. Purwz. Yes. 

Senator Symrneron. Counsel will proceed. 

Mr. Scumipt. Mr. Puelz, will you give us your full name and occu- 
pation, sir? 

Mr. Puruz. My name is Robert A. Puelz. I am general manager of 
the Equity Union Grain Co., a cooperative organization with head- 
quarters at Lincoln, Nebr. 

Mr. Scumipr. All right, sir. What type of business structure is 
Equity Union? 

Mr. Pueiz. We have 5,225,000 bushels of concrete conventional stor- 
age and 3 million bushels of flat storage. 

“Mr. Scummpr. You area cooperative elevator ? 

Mr. Puetz. Yes, sir. 

Mr. Scumipr. You have furnished us with pictures of your facili- 
ties for the committee, which we will hand to them. 

You gave us a br eakdown on conventional and flat storage. What 
grain do you store, Mr. Puelz? 

Mr. Purwz. We store mostly wheat. It is all wheat at the present 
time. 

Mr. Scumipr. You are what would be classified as a terminal 
elevator facility ? 

Mr. Pourtz. That is right, sir. 

Mr. Scumipr. How do you receive this grain and from where? 

Mr. Purtz. The wheat comes from Nebraska, eastern Colorado, 
and northwest Kansas. It is shipped by the elevators into Lincoln 
from our customers and members and we store it for them. 

Senator Youne of North Dakota. Mr. Chairman, may I break in 
at this point? 
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Senator Symineron. Please, Senator. 

Senator Youne of North Dakota. Do any of the points of origin, 
say, country elevators—it is like your elevator place where they want 
the Government grain storage ? 

Mr. Purrz. No. 

Senator Youne of North Dakota. Do you have an understanding 
about points of origin with any elevator ? 

Mr. Purvz. You mean in case of Commodities’ grain to our market ? 

Senator Youne of North Dakota. Yes. 

Mr. Puruz. No. We have nothing to say about that at all. We 
would like to, but we don’t. We wish it were that way. 

Senator Youne of North Dakota. How do you get all this grain 
storage ? 

Mr. Purxz. Well, we get it from our accounts, of course; when 
they ship grain, and it is their own wheat, and they ship it for store, 

of course, we get it. 

But, on the other hand, our country elevators have wheat that they 
have stored and other grains, and that reverts to Commodity Credit, 
and then Commodity Credit advises them where to ship the wheat. 
We get some of our members’ wheat, and we get some of our com- 
petition wheat, but we would like to get our member wheat, too. 

Senator Youne of North Dakota. Does the Commodity Credit 
Corporation direct where most.of the grain is to be stored? 

Mr. Pusrxz. After it reverts to Commodity Credit, yes, all of it. 
When it belongs to Commodity Credit and they are shipping it out 
of the country elevator, then it goes to where they designate, whether 
it be Lincoln or St. Joe or Omaha, or Kansas C ity. 

Senator Youne of North Dakota. Supposing there were a great 
surplus of storage facilities in your area. How would the ASC 
committee determine where the grain was to go? Couldn’t they 
direct it to certain elevators and fill them up first? Wouldn’t that 
be possible ? 

Mr. Puetz. Well, I heard the testimony this morning. In our 
‘ase, it is not that way. It doesn’t work that way in our territory 
in Nebraska, in Colorado and Kansas—in northwest Kansas. 

Senator Youne of North Dakota. Thank you. 

Mr. Scumipr. You have had your elevator surveyed by General 
Accounting Office personnel on behalf of this committee, is that right, 
Mr. Puelz? 

Mr. Purwz. Yes, sir. 

Mr. Scumipr. And you have had an opportunity to go over this 
with the auditors, they talked to you and to your accountant after 
going through it ? 

Mr. Pueuz. Yes, sir. 

Mr. Scuir. Now, your rate of occupancy during this survey was 
shown to be 78.81 perc ent. I believe your accountants estimated it to 
be 82 percent, isn’t that correct, sir? 

Mr. Puruz. Yes. There was some disagreement. I think that is 
the figures, yes, sir. 

Mr. Scumipr. Your average annual storage cost as computed by 
that survey is 6.284 cents per bushel ? 

Mr. Purtz. That is correct. 
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Mr. Scumipr. Your income was 16.79 cents per bushel under uni- 
form agreement ? 

Mr. Pueuz. That is right. 

Mr. Scumwr. And this gives a rate of annual profit on cost of 
storage of 167.18 percent. 

Now, your rate of return on investment as shown by the accounting 
survey was 26.92 percent, conventional 22.81 percent, flat 52.47 percent. 

The flat storage would be your so-called emergency storage facility, 
wouldn’t that be right, sir ? 

Mr. Pueuz. That is right. It is emergency storage. 

Mr. Scumipr. And not part of the—— 

Mr. Puetuz. It is only temporary storage. 

Mr. Scumipr. Temporary but not part of overall concrete storage 
that appears in this photograph ? 

Mr. Puetz. That 1s right. 

Mr. Scumipt. Now you have stated that this does not include 
shrinkage, isn’t that right, sir? 

Mr. Pueuz. That is right. 

Mr. Scumiptr. What has been your shrinkage loss over the last 
year ¢ 

Mr. Pueuz. Well 

Mr. Scumipr. Didn't the survey show it to be 7,992 bushels? Isn’t 
that right ? 

Mr. Pueuz. I think that figure is correct, sir. 

Mr. Scumipr. And that would 

Mr. Puetz. Yes, that is correct. 

Mr. Scumipt. Included with your other shrinkage factors that you 
have had in the last year, your shrinkage factor is two-tenths of 1 
percent ? 

Mr. Puerz. Right. 

Mr. Scumipr. Which would figure 0.4 cent per bushel? 

Mr. Puruz. Yes. 

Mr. Scumipr. Or under a half cent per bushel ? 

Mr. Puriz. Yes. 

Mr. Scumipt. So if that were to be added to your storage cost, it 
would bring it up to instead of 6.284 cents per bushel, it would bring 
it up to 6.784 cents per bushel—roughly 7 cents? 

Mr. Puswz. Yes. 

Mr. Scumipt. Now, Mr. Puelz, what has it cost you to build this 
storage—cost to the company? What is your investment cost per 
bushel on flat storage? 

Mr. Puerz. On flat storage? 

Mr. Scumipr. Yes. 

Mr. Puetz. I think it costs 2234 cents per bushel—22.70 is the cor- 
rect figure. 

Mr. Scumipt. For flat storage ? 

Mr. Puruz. That is right. 

Mr. Scumiptr. Conventional storage shows on this report to be 34.71 
cents. 

Mr. Pueuz. Well, the conventional storage cost is about 45 cents. 
However, some of that was built 10 years ago at a great deal lower 
cost than at the present time. 

Mr. Scumipr. Now have you had any of the rapid depreciation ? 
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Mr. Puruz. Yes. We have had accelerated depreciation on 2 mil- 
lion bushels. 

Mr. Scumipr. Two million bushels out of your total of 6 million? 

Mr. Puruz. That is right. 

Senator Symineron. Excuse me, Counsel. 

In addition to the 100-percent writeoff, you also in previous years 
were allowed lesser writeoffs. Have you ever used that in previous 
years ¢ 

You were allowed to take up to 40 percent of the total in 5 years and 
then later on were allowed to take a hundred percent of the total in 5 
years. Before you utilized 100 percent, did you utilize the other? 

Mr. Purxz. Senator, I don’t hardly understand your question. As 
I recall, we took 20 percent a year for 5 years. 

Senator Symineton. That is right, but I think that started in 1953. 
Before that you were allowed to take up to 40 percent on certificates 
of necessity over 5 years. I wonder if you used that ? 

Mr. Purtz. No. 

Senator Symrneton. Thank you. 

Mr. Scumipr. Did you at any time have any occupancy guarantees 
on part of this? 

Mr. Purwz. Yes. 

Mr. Scumipr. What were the details concerning it? 

Mr. Purxz. I am not too familiar with the occupancy agreement 
which we had earlier before I became manager, and we did not use it, 
that is, we did not use it 

Mr. Scumipr. Mr. Puelz, you say you did not use it, in other words, 
your occupancy level was such that. you did not have to put a claim in 
to the Government for compensation of the oc cupancy guarantee ? 

Mr. Puerz. That is right; and then we asked the ( ‘ommodity Credit 
for permission to do away with it before the time was up, which they 
did. 

Mr. Scummpr. So you no longer have an occupancy guarantee ? 

Mr. Puerz. That is right. 

Senator Symineton. Could I ask a question here: 

The reason that you are allowed accelerated amortization would be 
because there was risk involved ¢ 

Mr. Puruiz. Senator, I wouldn’t say that. At the time this was an 
act of Congress, and at that time we were desperate for storage. There 
was grain on the ground, wheat and corn on the ground, and they 
wanted storage for this grain. 

Senator Symrneron. I know about the principle of accelerated 
amortization. It was based on an act of Congress. 

Mr. Puetz. Yes. 

Senator Symrneron. The Congress was requested, to the best of 
the knowledge we have now—if the record is wrong now, we will 
change it—to allow accelerated amortization to be given in these 
cases. It was considered proper. 

If you are going to give accelerated amortization, that is a stimulus 
for construction in order to, you might say, balance against. risk. 
Wouldn’t that be a fair statement ? 

Mr. Pueuz. Well, Senator, I don’t quite see it that way. 

Senator Symineron. Let me ask you where is your risk if you are 
guaranteed the amount you are going to get ? 
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Mr. Puetz. You mean with the occupancy agreement ? 
Senator Symrneton. Yes. If there is a “guaranteed occupancy 
agreement, why should you also be given something which is an in- 
centive against risk ? 

Mr. Purrz. As I recall, Senator, this came at different times. The 
occupancy agreement was prior to this time. They were desperate 
for storage. 

Senator Symrneron. You mean first they gave you the occupancy 
agreement ? 

Mr. Purtz. That is the way I understand it. 

Senator Symineron. How long did that run ¢ ? 

Mr. Puruz. I think there was 2 years, 3 years and 5 years. You 
had a different degree of occupancy. I am not acquainted with that, 
Senator, but you had a different degree of occupancy and a different 
guarantee. 

Senator Symineton. In your case, after they gave you the occu- 
pancy guarantee, then they also gave you the accelerated amortiza- 
tion later; isn’t that correct ? 

Mr. Puruz. That isthe way I recall it. 

Senator Symrneron. Thank you. 

Senator Proxmrre. Can I ask, are your facilities almost completely 
written off now? Say you had taken acceleration, 3 million bushels 
of capacity was amortized. 

Mr. Pvuetz. Two million, and that is finished. That was finished 
last July. 

Senator Proxmire. That is finished, I see. 

Mr. Puetz. The rest of it is 40 years. 

Senator Proxmire. Well, what proportion of your facilities are 
now written off? Do you have any figures on that ? 

Mr. Purrz. There would be 2 million bushels entirely written off. 

Senator Proxmire. Yes, but your facilities when you started build- 
ing in 1927, and you have taken- 

Mr. Pvezz. No, we started building in 1949. 

Senator Proxmire. These facilities were started in 1949 ? 

Mr. Puruz. That is right. 

Senator Proxmire. I see. 

And you say 40 years? 

Mr. Pueruz. Yes, sir. 

Senator Proxmire. So that you have had two kinds of deprecia- 
tion. One was rapid amortization, which has all been taken, and the 
second, the only other kind you have, is 40-year writeoff, beginning 
in 1949 and, therefore, about one-fourth finished. 

Mr. Pvetz. I think that is correct, sir. 

Senator Proxmmer. Do you have any other business—your 
cooperative ? 

Mr. Puertz. No. 

Senator Proxmire. This is the sole business it has? 

Mr. Purtz. We do sell grain, but very little. Aside from that, we 
have no other business. 

Senator Proxmire. In view of the two points that the chairman 
of the committee has raised—Senator Symington—the occupancy 
guarantee and the amortization provision, do you see any justification 
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in the extremely high profit, this rate which is so high that you earn 
a profit of 167 percent, approximately, 26 percent on investment? 

Mr. Pueuz. Well, of course, this year in question we had a very 
high rate of occupancy, the highest we have ever had. We disagree 
on figures—78 to 82 percent occupancy. That is the highest we have 
ever had. 

Of course, I haven’t figured—in fact, I was trying to figure it this 
morning—just where the break-even point was. I got two or three 
different figures and so, of course, I don’t know. I know if we were 
only 50 percent full, we wouldn’t have ver y much profit? 

Senator Proxmire. Well, your break-even point then is around 
50 percent ¢ 

Mr. Purwz. Well, I am thinking perhaps that might be close. That 
would be a guess, however. It would be quite a lot ‘of figures to come 
up with that analysis. 

Senator Proxmire. What would happen if the worst situation de- 
veloped, if the need for storage facilities evaporated rather quickly ? 
Is there any alternative use for these facilities at all ? 

Mr. Purxz. In case the storage program should go out, it is my 
opinion that we would be overbuilt and we would be in desperate cir- 





cumstances; all warehousemen would be in trouble. That.is my | 


opinion. 


Senator Proxmire. How does your patronage dividend compare | 
with those of other cooper atives at this time? Is it pretty competi- | 


tive, or is it much better ’ 

Mr. Puewz. I would say some better. 

Senator Proxmire. Not much? 

Mr. Puruz. No;I don’t think so. 

Senator Proxmire. So from that I would construe it a fairly com- 
mon experience for 100 percent profit on the basis of your operations 
last year. We could generalize from that, if your patronage return 
is not extraordinary, then this must be a common experience and other 
terminals are also enjoying a cost advantage of the kind you have, a 
profit advantage of the kind you have. 

Mr. Pvuetz. I feel that we are lower than most cooperative ter- 
minals, 

Senator Proxmire. Maybe they are not getting 167-percent profit. 
Maybe it is only 150 or 125. 

Mr. Purrz. I really don’t know what they make, but I really feel 
we are lower than most of our cooperative regionals. I feel that way 
about it. 

Senator Proxmtire. Thank you, sir. 

Senator Youne of North Dakota. Mr. Chairman, could I ask one 
more question ? 

Senator Symineton. Senator Young. 

Senator Youne of North Dakota. Does your concern have any 
agreements with country elevators? Do you handle grain for coun- 
try elevators on a commission basis or otherwise? ¢ 

‘Mr. Purtz. Well, Senator, you mean in cash grain? 

Senator Youne of North Dakota. Cash grain, storage. Do you 
have any agreement ? 

Mr. Purrz. We have no agreements, no. We have no agreement 
with any of our members, no. 
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Senator Youne of North Dakota. Do you handle grain on a com- 
mission basis at all ? 

Mr. Puetz. Well, yes and no. All the grain that goes to Kansas 
City, we sell it on consignment and the commission is 1 percent on 
that basis. It is a commission basis—1 percent of the cost price. 

Senator Youne of North Dakota. You are in the commission busi- 
ness, aren’t you ? 

Mr. Puetz. Yes. We have a commission house at Kansas City, 
Senator. 

Senator Youne of North Dakota. Thank you. 

Senator Symineron. Senator Proxmire. 

Senator Proxmire. May I ask, this profit of 10 cents per bushel, 
has that been returned virtually intact to your customers, or are you 
provided with a very substantial reserve ? 

Mr. Puetz. We return 414 cents, sir. 

Senator Proxmtire. Then you keep more than half the profit as 
reserve ? 

Mr. Puruz. Well, of course, some of that is depreciation, the ac- 
celerated depreciation which wasn’t taken into account. We also take 
10 percent of our net profit for contingencies, which we think we 
should. We have a heavy liability with this grain stored. It is nec- 
essary we do that because if we don’t do that, we might not be able to 
get a bond. We must have a bond to cover our risk. 

Senator Proxmire. I am just trying to get a very quick general 
financial picture of your situation ‘and the risk involved, the profit 
you are making. 

Regardless of what should happen, as I understand it, in view of 
the fact that you are retaining more than half of your 167-percent 
profit and more than this 26-percent profit on investment, it is vir- 
tually impossible, I would assume, for you to suffer a loss as compared 
with what has been put into this business since 1949. 

Mr. Puetz. We are an old, established company. We have been 
in business every business day since 1916. 

Senator Proxmire. Since 1949, you have had this big expansion? 

Mr. Pueuz. That is right. 

Senator Proxmire. My question is, it appears that you are in a 
position to have paid, first, very substantial dividends, and, second, 
to include a reserve so that in the event of an evaporation of the stor- 
age opportunities you would still be able to be solvent and you 
wouldn’t suffer loss of your investment ? 

Mr. Puetz. We hope so, Senator. Of course, our expense is $2,000 
a day, counting Sundays and holidays. It wouldn’t take long to eat 
up our surplus. 

Senator Proxmire. Your profits are one and a half times. If your 
expenses are $2,000 a day, your profits are $3,000 a day, your gross 
income $5,000 every day. 

Mr. Purrz. Perhaps. That is in round figures, however. 

Senator Symrneron. You have a knowledge of the increase in your 
net worth between 1949 and 1959? 

Mr. Purtz. Senator, I didn’t get the question. 

Senator Symrvaton. Do you ‘furnish a balance sheet to your mem- 
bers showing the change in your net worth between 1949 and 1959? 

Mr. Purtz. I think we had that here—no, we do not. 
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Senator Symineron. Will you furnish that to the committee? 

Mr. Puriz. Iwill. You want that? 

Senator Symrneron. Do you also have a balance sheet with earn- 
ings statement, assets, liabilities ? 

Mr. Puetz. Yes. We can furnish that. 

Senator Symineton. Do you have those for the various years, the 
last 10 years? 

Mr. Purxiz. And I will send it to you. 

(Subcommittee Note: As of date of printing, this material had not 
been received by the subcommittee. ) 

Senator Symrneron. Will you do that ? 

Mr. Purtz. Yes, sir. 

Senator Symineton. Thank you very much. 

Mr. Puelz, here are several advertisements. I will read you one: 


Shown above are the trucks which offer a complete farm service. 


Remember, we pay 144 cents a bushel for all Government grain we handle— 


payable 1 year after delivery. 


Is that advertising appealing to the farmer? 


Mr. Pvurrz. I have heard about those things. I don’t believe we | 
are bothered about that in our territory so much. That will happen [| 


and there will be more of that to come, of course, when the warehouse- 
men are short of storage. 

Senator Symineton. This is sort of an additional price support for 
the farmer? 

Mr. Puewz. Yes, in that case that is right. 

Senator Symrneron. Without objection, these advertisements will 
be made a part of the record. 

(The advertisements referred to are as follows:) 





Pn RIOR. a Oe ee 


RO Og" laa tt EE ey 





53 


mM 
Zi 
© 
ms 
B 
=< 
[ony 
iQ 
Au 
© 
Q 
oS 
< 
jon 
© 
& 
M 
Z 
_ 
<a 
[oo] 
So 
& 
© 
Z 
© 
es 
Be 
< 
oS 
— 
e 
DD 
<3} 
c 
A 





ONIKHN °*' DHIGNIMG WOLENS “Outram Mar “Gy Nee eas wwe 
‘SENAAS WAY A  OBRS ‘ORR 


AUIS WUVE WONITIV = 


AY OM CIWOLG GAY CANOE ‘CTU MMOD MOA BAH 04 GINaX ROMA Rive 
* AMBALPIMG BELAY BBA 
BNO PWV Yd ~ FRING BM KiVES LMR SOO TI BOA TONE VW BINT TAT AVE BM “WReYeTES 
BY WE BOVOOLE MR UNG MA CWE AKA LOSSES O14 SOIDTEL ONY OS WIA “TIBHR 01 ono. 
UPVILKS OML BAYH BM © SHAN RE YOY A BLITEID ¥ BESO HOU OOTeLL TL mae BAO nS 


sr nA Ines sonmene Soeie Cop nap apne 


obit JVEOLS Nived 3 4i714WO) | © 92410 aM 


i gS Pas 





INVESTIGATION OF GRAIN STORAGE OPERATIONS 


RSTABL™""ED Lane 


FARMERS CO-OPERATIVE SOCIETY 
BUILD SUPPLIES, GRAIN, OCOAL, PRED, SRRO, FEXTILIZER - 
RACK WELL, HWA 
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DELIVERED TO THE ELEVATOR 


THIS PAYMENT IN CASH IS TO INSURE THE FILLING OF OUR STORAGE 
FACILIT OES, AND iS PAID OUT OF THE RECEIVING CHARGES PAID BY 
TRE GOVERNMENT TO THE ELEVATOR. 


CHECK WILL SE ISSUED AFTER CORN HAS BEEN DELIVERED TO THE 


RLEVATOR, 


PATRONAGE DIVIDEND ALSO WILL BE PAID ON GOVERNMENT GRAIN. 


S. T. Terjke, Manager 
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Senator Symincton. Have you any further questions? 

Senator ELLeNpErR. No. 

Senator Proxmire. No. 

Senator Youne of North Dakota. No. 

Senator Symincron. Senator Ellender says we have no objection to 
that additional price support. 

The committee is adjourned until tomorrow, and we will have an 
executive hearing at 10 o’clock, followed by a public hearing. 

(Thereupon, at 12:30 p.m., the subcommittee recessed, to recon- 
vene Wednesday, January 13, 1960, following the executive hearing 
at 10 a.m.) 

WASHINGTON, D.C., January 15, 1960. 
Mr. RoBErRT PUELZ, 
Manager, Equity Union Grain Co., Lincoln, Nebr. 

DEAR Mr. PuEtz: Mr. George Kopecky informs me that at the conclusion of the 
Senate Special Agriculture Investigating Subcommittee hearings on January 14, 
1960, that you felt you were not given an opportunity at the hearing to discuss, 
in complete detail, factors such as shrinkage, quality deterioration, or interest on 
investment. 

As you know, it was carefully explained that all figures given on all ware- 
houses surveyed did not include the factors of shrink, quality deterioration, or 
interest on investment. The record is very clear on this in all cases, and these 
three items were discussed in detail throughout the hearings. 

I am indeed sorry if you feel that not all the elements were brought out in 
your testimony. My suggestion is that you prepare a written statement, outlin- 
ing your further views on these items, and forward same to us so that it may be 
included in the printed record. 

Once again, thank you for your cooperation. 

Sincerely yours, 
RricHarD M. ScuMipt, Jr., 
Counsel, Special Agriculture Investigating Subcommittee, Committee on 
Agriculture and Forestry, U.S. Senate. 


LINCOLN, NEBR., January 18, 1960. 
Mr. RicHArD M. ScHMIDT, Jr., 
Counsel, Special Agricultural Investigating Subcommittee, 
Committee on Agriculture and Forestry, 

U.S. Senate, Washington, D.C. 


Dear Mr. ScumMoiptT: In following your suggestion, made in your letter of Janu- 
ary 15, that I prepare a written statement and forward same to you so that it 
may be included in the printed record, I am herein outlining my views on the 
items I was not given an opportunity to discuss at the hearing. 

First, in determining costs of storage, no consideration was given to the factor 
of shrinkage. In fairness to the 11,000 warehousemen, this factor should be 
considered, since he is held responsible for delivery of the exact amount of each 
warehouse receipt. Shrinkage is inevitable and the only recourse the warehouse- 
man has, is to charge such shrinkage (determinable only at inventory or shipping 
time) against cash grain operations, owned, or purchase market grain to fill the 
shortage due to shrinkage in storage. 

In our operation at the close of our fiscal year, on April 30, 1959, the year under 
survey, our shrinkage was $15,703.30 based on 7,991.5 bushels shrinkage, priced 
at $1.9614 basis Omaha. The survey study made of our operations shows storage 
accounted for 95.33 percent of the total bushels, and cash grain operations 
accounted for 4.67 percent of the total bushels. Applying these ratios to shrink- 
age loss, produces a storage operating loss of $14,969.96. 

In our opinion this shrinkage should be a part of storage cost, and not be 
charged to some other portion of a business operation. 

Second, no consideration was given to quality deterioration as a factor in costs 
of storage. Since grains are living organisms, every warehouseman experiences 
difficulty in maintaining quality over extended periods. Complete control is vir- 
tually impossible. The warehouseman is obligated under the uniform grain 
storage agreement to deliver, not only the quantity, class, and grade, but the 
quality indicated by the warehouse receipts. 
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Under this situation, the warehouseman must again replace such quality-dete- 
riorated grain from cash grain operations or pay penalties for delivering below 
requirements on the warehouse receipt. We believe that a quality-cost factor 
‘annot be accurately determined, except when an actual quality deterioration 
takes place. The cost to the warehouseman would be the difference between the 
deteriorated quality price and the replacement price—since he must maintain 
and/or deliver the quality called for. A cost survey is not complete unless a 
quality factor is taken into account. 

Third, we believe that interest costs should be a factor in determining costs of 
storage operations. Interest costs on an investment in facilities, at any percent 
on $3,125,565 cannot be ignored or charged to the cash grain operations when the 
facilities are used 95.33 percent for storage and 4.67 percent for cash grain opera- 
tions. To ignore a factor of cost of this type fails to recognize that without 
investment in facilities there would be no facilities available. 

In conclusion it is our opinion that in view of our rising costs, over the past 
5 years; wages up 48.5 percent, taxes up 26.6 percent, interest up 54 percent, 
inspections, protein analysis and weighing charges up 31.25 percent, warehouse- 
men should receive an increase in storage rates to meet these rising costs. In 
addition, we have a contingent liability of $9,161,974 covering the value of our 
warehouse receipts as of April 30, 1959. Most certainly in any event, any 
procedure used to arrive at actual costs of storing grain, should not ignore 
factors as pertinent as shrinkage, deterioration of quality or interest on invest- 
ment, which become very real to the warehouseman engaged in storing grain. 

Very truly yours, 
Equity UNION GRAIN Co., 
Rosert A. PuELZ, General Manager. 
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INVESTIGATION OF GRAIN STORAGE OPERATIONS OF 
THE COMMODITY CREDIT CORPORATION 


THURSDAY, JANUARY 14, 1960 
U.S. SENATE, 
SpectAt InvesticaTInG SUBCOMMITTEE 
OF THE COMMITTEE ON AGRICULTURE AND FORESTRY, 
Washington, D.C. 

The special subcommittee met, pursuant to recess and subsequent 

ostponement, at 10 a.m., in room 312, Old Senate Office Building, 
Senator Stuart Symington (chairman of the subcommittee) presiding. 

Present: Senator Ellender, Symington, Proxmire, and ire of 
North Dakota. Also present: Richard M. Schmidt, Jr., special coun- 
sel and George M. Kopecky, professional staff member. 

Senator Symrneron. The meeting will come to order. 

Who is your first witness, Mr. Counsel. 

Mr. Scumipr. Mr. Raymond J. Pollock. 


| TESTIMONY OF RAYMOND J. POLLOCK, DIRECTOR, GRAIN DIVISION, 


COMMODITY STABILIZATION SERVICE, U.S. DEPARTMENT OF 
AGRICULTURE; ACCOMPANIED BY HOWARD B. PICKARD, 
COUNSEL 


Senator Symineron. Mr. Pollock, will yon sit up here with us. 

You were sworn yesterday, were y ou not # 

Mr. Pottock. Yes, sir. 

Senator Symineron, Consider yourself sworn now. 

Mr. Potxock. All right, sir. 

Senator Symineton. Will you proceed, Mr. Counsel. 

Mr. Pottock. May I have my counsel here? 

Mr. Scummpr. Certainly. 

Mr. Pollock, will you state your position with the U.S. Depart- 
ment of Agriculture? 

Mr. Pottock. I am Raymond J. Pollock, Director of Grain Divi- 
= of Commodity Stabilization Service in ‘the Department of Agri- 
culture. 

Mr. Scumipr. And you have furnished to the committee a descrip- 
tion of the duties of the Director of the Grain Division ? 

Mr. Potiock. Yes, sir. 

Mr. Scuampr. And presented it to the chairman. 

Would you just for the record give a very brief statement as to what 
your duties are ? 

Mr. Pottock. Well, the duties, Mr. Chairman, are quite varied. 

The Grain. Division i is one of the divisions in the C ommodity Stabil- 
ization Service that is responsible for the formulation and carrying 
out of the price support programs which covers actually the making 
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of the loans in the price support program to the producers and carries 
on through for the takeover of producer grain after it is in storage. 

So we have both responsibility in the initial part of the price sup- 
port program and after it is taken over by the Commodity Credit 
Corporation. 

Mr. Scumipr. The grain storage activities of Commodity Credit 
Corporation are inc ‘luded under your depar tment, are they not ? 

Mr. Pottock. We have two branches in the grain division, the CCC 
Storage Branch, which is responsible for the formulation of the rules 
and regul: ations that go with the storing of grain in CCC commodities, 
that is ‘bin sites and so forth, around the « ‘ountry, and another branch, 
the Commercial Storage Branch, which has responsibility for the 
formulation of the Uniform Grain Storage Agreement itself and cer- 
tain handbooks and program regulations that go along with the 
storage and commercial facilities. 

Mr. Scumipr. Now, the Commercial Grain Storage Division you 

say is the one that handles the Uniform Stor age Agreement ? 

Mr. Pottock. That is right. 

Mr. Scumipr. How many Uniform Grain Storage Agreement indi- 
vidual contracts are there in existence at the present time ? 

Mr. Potiock. A little over 11,000. I can’t give you the exact num- 
ber. 

Mr. Scumipr. This covers the storage of how much grain? 

Mr. Potiock. I don’t believe I have even got that here. 

Senator Symineton. Do you know roughly how much grain stor- 
age is under your supervision ? 

Mr. Pottock. About 3 billion. 

Senator Symineton. About what ? 

Mr. Potiock. About 3 billion. 

Senator Symineron. About 3 billion bushels? 

Mr. Potxock. Yes. 

Mr. Scumipt. And how much is in Commodity Credit Corporation 
owned bins? 

Mr. Potiock. The capacity of the Commodity Credit Corporation 
bin sites is some 958 million bushels and I believe our occupancy on 
that at the present time is around 70 percent, nationally, that is. 

Mr. Scumipt. You have 958 million capacity, is that correct? 

Mr. Potiock. Yes, sir. 

Mr. Scumipr. And 3 billion capacity roughly in commercial stor- 
age 

Mr. Potiock. That is right. 

Mr. Scumipr. Is there any other storage program of Commodity 
Credit. Corporation ? 

Mr. Pottock. We have some stored in the reserve fleet in the James 
River, the Hudson River and in the Northwest, the Astoria fleet up 
in the Pacific Northwest. 

I believe the figures on that at the present time are about 32 or 33 
million bushels. . 

Mr. Scumipt. Who administers the reserve fleet program ? 

Mr. Pottock. Well, it comes under our jurisdiction as far as regu- 
lations are concerned in the Grain Division. The fleet program actu- 
ally is handled by our area officers, the one in the Pacific Northwest. is 
handled by our area office at Portland, Oreg., and the ones in the 
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James River and the Hudson River are handled by our Chicago or 
Evanston, I1l., commodity office. 

Senator Symineton. What is the cost of storing grain in ships, the 
annual cost per bushel ? 

Mr. Pottock. I don’t have that figure, Mr. Chairman, right off- 
hand. 

Senator Symineton. Have you any rough idea what it is? 

Mr. Potxock. I have seen some figures on that. I think we might 
be better off—I think you would get a more accurate figure if you 
could allow Mr. Hanson to testify on that. I believe he has some 
figures on that. 

Senator Symineron. Is he here this morning? 

Mr. Potiock. Yes, sir. 

Senator Symineton. What is the cost, average cost per bushel, of 
grain stored in the commercial facilities ? 

Mr. Potiock. Well, the area that I came out of, the rate that the 
Government pays for storing corn, for instance, Mr. Chairman, is 
about 16.4 cents per bushel, annually. 

Senator Symineron. Some of it was 17 point something, wasn’t it? 

Mr. Potiock. Not corn, no, sir. 

Senator Symineton. How about wheat? 

Mr. Potitock. Wheat isa little higher than corn. 

Senator Symineton. Wouldn’t it be a good idea to run a compara- 
tive cost on what it costs in ships owned by the Government as against 
what it costs you to pay out commercially to commercial bin operators? 

The cost on the ships is less, isn’t it ? 

Mr. Potiock. That is true. 

Senator Symineton. How much less, roughly ? 

Mr. Potiock. No, I think I would rather you would ask that ques- 
tion—I can furnish you that information all right. We have the 
comparisons all right. 

Senator Symrneton. Don’t you run a comparative cost in your own 
operation between what it would cost you to handle it in Government 
facilities as against what you pay commercial operators ? 

Mr. Potiock. We have the figures, Mr. Chairman, but I just don’t 
have them here. I don’t recall those figures. 

Senator Symineton. Thank you. 

One other question: Do you have all your Government-owned stor- 
age facilities full at this time? 

Mr. Potxock. No, sir. I believe that the occupancy is running 


'|around, as I said before, about 70 percent. 
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Senator Symineton. About 70 percent ? 

Mr. Potiock. Yes. 

Senator Symrineron. That is for the Government-owned bins? 

Mr. Potxock. That is right. 

Senator Symineron. Thank you. 

Mr. Scumipr. You are currently engaged in negotiations for a new 
Uniform Grain Storage Agreement, is that right? 

Mr. Potxiock. That is right. 
‘Mr. Scumipr. Would you describe to this committee what this 
utivity is, when it started, what goes on ? 

Mr. Pottock. Mr. Schmidt, I can cover some of those things. If 
you want the chronology of this process from back beyond this pres- 
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ent negotiation, I would prefer that you ask Mr. Hanson that. If 
you want to know about the current negotiation, I can well fill you in 
on that. 

Mr. Scumipr. What is Mr. Hanson’s position ? 

Mr. Potiock. He is the Deputy Director of the Grain Division. 

Mr. Scumipr. And he is your assistant ? 

Mr. Potxock. That is right. 

Mr. Scumipr. Mr. Pollock, you say you cannot tell us the—in effect} 
you can’t describe the history of this agreement, is that right? 

Mr. Pottock. No, I didn’t say I couldn’t. I think he can do it 
better. 

Mr. Scumipr. I think the committee would like to hear what you 
know about it. 

Senator Symineron. Mr. Pollock, you are the head of this depart 
ment. We have asked you several questions. We want the facts, 
That is the reason for the hearings and you say you think it would be 
better if we asked Mr. Hanson. Might it not also be better now if 
Mr. Hanson came up and sat by you? 

Mr. Poxtiock. I would be very happy to have him do that, sir. 

Senator Symineron. All right. Maybe we could proceed a little 
quicker. 

Mr. Potxock. I believe it would facilitate the handling of this. 

Senator Symrneron. Mr. Hanson, will you raise your right hand, 
please ? 

Do you solemnly swear that the information you will give this sub 
committee of the Agriculture and Forestry Committee will be the 
truth and nothing but the truth, so help you God ? 

Mr. Hanson. Yes. 


TESTIMONY OF ROBERT HANSON, DEPUTY DIRECTOR, GRAIN 
DIVISION, COMMODITY STABILIZATION SERVICE, U.S. DEPART: 
MENT OF AGRICULTURE 


Senator Symineton. Will you identify yourself, please, for the 
record ? 

Mr. Hanson. I am Robert Hanson. I am the Deputy Director 
of the Grain Division, Commodity Stabilization Service, U.S. Depart- 
ment of Agriculture. 

Senator Symrineron. Just going back a minute, Mr. Pollock said 
you would answer the question as to what is the cost of storing grain 
in Government-owned facilities—by ship, for example. 

Mr. Hanson. I have some figures with me, Mr. Chairman. 

Senator Symineton. Will you look it up while we proceed with the 
witness ? 

Mr. Hanson. Yes. 

Senator Symrneton. Thank you. 

Mr. Scumipt. Mr. Pollock, will you tell us what is currently going 
on then in Uniform Grain Storage Agreement negotiations? 

Mr. Potrock. Mr. Schmidt we have been working on this as the 
press release that was put out by the Department sometime back 
indicates for almost a year now, making a very complete study of the 
best. way to proceed in order to find out what the actual costs were. 

Mr. Scumipr. When you say actual costs, Mr. Pollock, you mean 
the actual cost of storage to an individual elevator operator? 
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Mr. PotiocKk. That is correct. uo 
Mr. Scumipr. Of Government-owned grain ¢ 
Mr. Potiock. Yes, sir. 


Mr. 
Mr. 
Mr. 
Mr. 


ScHMIDT. 
PoLLocK. 
ScuMIDT. 
POLLOCK. 


All right. 

Of grain for others. 
Grain for others? 
Yes, sir. 


Mr. Scumipr. Mr. Pollock, has this study been completed ? 
Mr. Pottock. The survey has been completed; yes, sir. 









Mr. Scumipr. What does the survey disclose the cost is to store 
Government-owned grain ¢ 

Mr. Pottock. We have not completed our various types of analyses 
on the study. 

Mr. Scumipr. But you have made an accounting study of the sample 
of elevators, is that correct, sir? 

Mr. Potiock. That is correct. 

Mr. Scumipr. How many ? 

Mr. Potiock. 537 elevators. 

Mr. Hanson. That is approximately correct, 34 to 37. 

Mr. Scummr. What was the date of the beginning of this survey ? 

Mr. Potxiockx. The actual survey began on October 26, 1959. 

Mr. Scumipr. That was the accounting part of it? 

Mr. Hanson. That was the fieldwork in connection with the survey. 
Actually, the work on the survey begins some time before that, Mr. 
Chairman. 

Mr. Scumipr. When was the fieldwork completed ¢ 

Mr. Potitock. About the 1st of December. 

Mr. Scumipr. When was your first meeting with the representa- 
tives of the industry to negotiate the new Uniform Grain Storage 
Agreement ? 

Mr. Pottock. December 17 and 18. 

Mr. Scumipr. And what was taken up with them at that time, 
assuming that the results of the survey were not then complete? 

Mr. Potiock. We were discussing with them at that time certain 
changes in the language of the agreement that we wanted to propose 
to them and have them adopt for the better administration and opera- 
tion of the Uniform Grain Storage Agreement. 

Mr. Scumipr. These would be the contractual provisions and not 
the rates ¢ 

Mr. Potiock. That is correct. 

Mr. Scumipr. Has the Department experienced difficulty in the ad- 
ministration of this program under the current contract ? 

Mr. Potiock. Well, of course, there are always some difficulties ex- 
perienced in the operation of any agreement that you have between 
trade and Government, I would suppose. I am sure that some diffi- 
culties have been present ever since we have had any sort of an agree- 
ment like that. 

Mr. Scumipr. Historically, this agreement has been negotiated or 
renegotiated, I should say, every 2 years, isn’t that correct, Mr. Pol- 
lock, since its inception in 1940? 

Mr. Pottock. Approximately that, yes, sir. 
Mr. Scumipr. Until the year 1956? 
Mr. Potxiock. That is correct. 
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Mr. Hanson. Mr. Chairman, for three successive periods it was 
negotiated but it was not renegotiated between 1946 and 1950. It 
was negotiated in 1950, 1952-54. | 

Mr. Scumipr. It was not negotiated in 1948 ? 

Mr. Hanson. No, sir, I don’t have records of those negotiations. 

Mr. Scumipr. No changes were made in 1948, 1949, or 1950? 

Mr. Hanson. I do not have any record of it. 

Mr. Scumipr. The last time it was negotiated was 1956? 

Mr. Hanson. That is right. 

Mr. Scumipt. Mr. Hanson, directing this to you, we have charts 
which were furnished to us by your Department, charts showing 
annual earnings for various grains under the Uniform Grain Storage 


Agreement and these show changes in the years 1940, 1942, 1946, 1948, | 


1949, 1952, 1954, and 1956. 

Mr. Hanson. I wish to correct my testimony, sir. I am sorry, I 
do have a reference here. 

Senator Symineton. Let’s go ahead. 

Mr. Hanson. I am sorry, sir. 

Senator Symineron. That is all right. 

Mr. Scumupr. In other words, we are correct then in saying that it 
has been negotiated every 2 years, is that right ? 

Mr. Hanson. Yes, sir. I can read off the dates of negotiations. I 
believe they have been submitted to you. 

Senator Exvtenper. Mr. Chairman, while he is doing that, I wonder 
if Mr. Hanson could tell us if there was an increase or decrease in the 
rates from negotiations. Is that possible? 

Mr. Hanson. I can—— 

Senator ELLEeNpEr. I don’t suppose there has been a decrease, has 
there? 

Mr. Hanson. Well, only in one instance in the handling charges 
there was a decrease. 

Senator Evtenper. In what? 

Mr. Hanson. Only in one instance, sir, in handling charges there 
was a slight decrease in handling charges. 

Senator ExLtenper. The overall cost per bushel is what I had in 
mind. 

Mr. Hanson. The overall cost per bushel, to my knowledge there 
has been no decrease. It has gone up as all other prices have gone up. 

Senator Symineton. For example, following the chairman’s 
thought, Mr. Hanson, 1952, wheat was 15 cents plus; 1953 it was 17 
cents plus; 1954 it was 20 cents plus; 1957, 21 cents plus. Is that 
about the way it runs? 

Mr. Hanson. No, sir. You are talking about storage charges, sir. 

Senator Symineton. Annual storage rates paid per unit of each 
commodity in commercial storage since July 1, 1951. 

Mr. Hanson. I think the table you have will show that that has 
an in-and-out charge incorporated in that figure. 

Senator Syminetron. Well, even so, the point the chairman was 
making is that it has been steadily on an increase. 

Mr. Hanson. The handling charges have not been increased over 
a period of some 10 years. The storage charges have; yes, sir. 

Mr. Scumoipr. In other words, Mr. Hanson, to clarify this record, 
the chart which your Department has furnished to us states that the 
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amount shown represents one in charge, one out charge and storage 
for 12 months and averages for contract rates which may vary ac- 
cording to locality. 

Mr. Hanson. That is right, sir. 

Mr. Scumipt. Back to you, Mr. Pollock, 1956 was the last negotia- 
tion on this agreement, is that right, sir? 
Mr. Potiock. Yes, sir. 
Mr. Scumipr. And were you Director of the Grain Division at that 










































eve time ? 
a Mr. Pottock. No, sir. 3 : i 
148, 7 My. Scumipt. Did you participate in the negotiations at that 
ime ¢ 
I Mr. Pottock. To the extent that it could be considered that I par- 
' ticipated in the negotiations, I attended the Town Hall meeting which 
was part of the negotiations as a representative of myself in the grain 
and feed business in two country elevators in Iowa and also as the 
president of the Western Grain and Feed Association of Iowa. ‘ 
t it Senator Symineron. We went over that yesterday in executive 
session. 
I Mr. Potiock. Yes, sir. 
| Senator Symineton. You did participate in negotiations, protest- 
der | ig about certain aspects of the negotiations, suggesting others, is that 
the | correct! hy? 
| Mr. Potiock. That is correct ; yes, sir. 
Senator Symrneron. That was in 1956? 
has Mr. Potxock. Yes, sir. ; 
Senator Symineton. When did you come to the Department? 
rges Mr. Pottock. In 1957, in March. 
Senator Symineron. There has been no change in the grain situa- 
tion since then, is that correct ? 
here Mr. Potiock. No, sir. That is correct. 
Senator Symineron. Please proceed. 
d in Mr. Scumipt. When was this decision made to renegotiate this par- 
ticular contract at this particular time? 
‘here Mr. Hanson. Are you referring to the present negotiations? 
e Up. Mr. Scumipr. I am referring to the present negotiations. 
nan’s Mr. Potiock. The present negotiations. 
as 17 | . Mr. Hanson. I think I can find it in the record exactly, but it was 
that | i July of this past year. 
Mr. Scumipr. Who makes this decision ? 
:, sir. Mr. Hanson. That it was publicly announced? That is made by 
each | the policymaking people in the Department. I believe the announce- 
ment. was made, as I recall, by Mr, Berger, the Administrator of 
t has | CSS. 
Mr. Scumipr. When you say “policymaking people,” who do you 
1 was | mean? 
Mr. Hanson. I am referring, sir, to the Administrator of CSS 
/ over | and his superiors. 
Senator Symineton. May I ask a question ? 
ecord, If any other members of the committee have any questions I would 
at the | 8ppreciate them asking, in accordance with our custom. 






We have had testimony that oe have been very high in this 
field. If every 2 years up until 1956 there had been negotiations, 
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why didn’t you have negotiations, say, in 1958? In view of the high 
profits, why wasn’t something done about it? 

Mr. Pottock. I would like to answer that this way, Mr. Chairman, 
I think it is very simple and very understandable. In 1958, we in 
the Department. were faced with a takeover in excess of the av: ailable 
facilities in which to store the grain of something over 400 million 
bushels, And when we are in that kind of a market for stor age facili- 
ties, as far as a recommendation from me is concerned, I consider it is 
not a very good time to be trying to deal with somebody over a certain 
figure because when you need that much space, you are either faced 
with the trade asking for, in case of renegotiation, asking for an in- 
crease or you face the purchase by the C ommodity Credit Cor poration 
of more of these bins. 

Senator Symineron. But each time you have negotiated in the past, 
the figure according to the record was increased. “Therefore, follow- 
ing your reasoning, why didn’t you negotiate to maybe increase 
again the amounts you were paying per bushel? Was it because you 
felt the ch: arges were already too high ? 

Mr. Potuock. I felt or we felt that under the circumstances there | 
was new technology being gained in the grain storage field and I felt 
at that time that the storage rates were fair. I could see no reason 
for an increased rate. 

Actually, the rate that is paid in 1956 insofar as the inventories 
that have accumulated under the price-support program has not cost 
the Government quite as much money as the 1954 agreement cost. 

Senator Symineron. You say you think the rates were fair. We 
had three people up day before yesterday. One is making over 50- 
percent profit on cost, according to his own figures, backed up by the 
General Accounting Office. The second is mi: iking over 100-percent 
profit on cost. The third is making over 150-percent profit on cost, 
Do you think those figures are fair? 

Mr. Pottock. Well, of course, Mr. Chairman, I don’t know where 
the figures came from. I am not acquainted with any of the facilities 
that those figures came from. 

Senator Symrneron. These were figures of the General Accounting 
Office. They were confirmed by the operators who owned the unit. 

Mr. Potiockx. I would have no reason to dispute the General Ac- 
counting Office, sir. 

Senator Symrineton. Do you think those profits are fair from the 
standpoint of the taxpayer ? 

Mr. Hanson. Mr. Chairman, may I comment? 

Senator Symrnoton. Let the witness answer the question, please. 

Mr. Hanson. I beg your pardon. 

Mr. Potiock. Do I think those profits are fair? 

Senator Symincron.. That is the question. 

Mr. Potrock. Could I explain that by saying yes, I think those 
profits are in the same degree of fairness as the losses that may -have 
been sustained by some people under the same storage agreement, 
They are efficient operators. 

Senator Symineton. I asked you yesterday, as I remember, if you 
knew of anybody who failed in the grain storage business in recent 
years. Yousaid that you didn’t. That is rather unique. 

Will you proceed, Mr. Counsel. 
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Senator Youne of North Dakota. Mr. Chairman, I would like to 
ask a question first. 

Senator Symineton. Senator Young. 

Senator Youne of North Dakota. The farmer who obtains a price 
support loan bears the cost of storage for the first year ? 

\tr. Potitock. Senator Young, if he stores it on his farm he carries 
it from harvesttime until the next summer, either on his own farm 
or at his own cost. 

Senator Youne of North Dakota. If it is wheat? 

Mr. Potrock. If it is wheat, if he stores it on the farm, he can put 
it under price support right away. If he puts it—I mean soon after 
harvest. If he puts it in the commercial elevator, he pays the cost 
on it until—the cost of storage until after his loan is made and then 
the Commodity Credit Corporation 

Senator Youne of North Dakota. The farmer does bear the cost of 
the storage then during that first year until the loan is taken over? 

Mr. Potziock. Until the loan is made? 

Senator Youne of North Dakota. Yes. 

Mr. Potiock. Until the loan is taken over, you are correct. Until 
the loan is taken over by the Government. 

Senator Youne of North Dakota. What rate of storage does the 
farmer have to pay, the same as the uniform storage agreement rates ? 

Mr. Potxock. I believe that under those circumstances he has to 
pay the commercial facilities or commercial elevator under the State 
tariff rates until it goes over to the Government and then it comes 
under the Uniform Grain Storage Agreement rates, isn’t that right? 

Senator Youne of North Dakota. Mr. Chairman. 

Senator Symineton. Senator Young. 

Senator Youne of North Dakota. If I understood your statement 
correctly, awhile ago you said that the farmers were paid a bonus for 
storage. They are not paid a bonus, are they? On the first year the 
farmer 

Senator Symineron. No; we had an advertisement which said a 
particular operator would give a 114-cent cash bonus to any farmer. 

Will you get those and show them to Senator Young? 

I think the Senator misunderstood me. 

Senator Youne of North Dakota. That is the first year. 

Senator Symrineron. I wish you would read the advertisement. I 
think it is for any year. 

We had testimeny that 305 commercial borrowers had borrowed 
$27 million-plus from the Small Business Administration in the last 
6 years in order to build commercial grain bins. Did at any time the 
Department of Agriculture recommend to the Small Business Ad- 
ministration loans to any of these companies ? 

Mr.,Pottock. Not tomy knowledge, Senator. 

Senator Symrneron. Would you check on that for the record ? 

_ Mr. Potiock. Yes; I will be glad to. 

‘Senator Symrneron. If a man borrows money from the Government 
in order to build these bins and the loans were high, some of them 
tan as high‘as $300,000, and then he makes over 100-percent profit, 
he. really is operating without any investment of his own, isn’t he? 

Mr. Pottock. I suspect that is true. 

Senator Symrneton. Thank you. 
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Senator Youne of North Dakota. This advertisement reads—head-| 
line: “One and one-half cent per bushel paid in cash for all Govern: 


ment corn.” That is after the Government acquires title 
Senator Symineron. That is correct. 


Mr. Scumipt. Now, Mr. Pollock, when is your next meeting set with} 


the industry for negotiation ? 

Mr. Potiock. On the 21st and 22d of January. 

Mr. Scumipt. At that time, this meeting, as I understand it, will 
discuss the subject of rates, is that right 4 

Mr. Potiockx. We expect to, yes, sir. 


Mr. Scumipr. And you plan to present to the industry the results 


of this cost survey ¢ 


Mr. Poxiock. Insofar as it is possible for us to do so with the 


analysis that we have been able to make by that time, yes, sir. 

Senator SymineTon. Excuse me, Mr. Pollock. 

Didn’t you tell us that you wouldn’t have the results for 90 days? 

Mr. Potxock. I said we wouldn’t have the results finished for 75 to 
90 days, sir. 

Senator Symineton. Seventy-five to ninety days? 

Mr. Pottock. Yes, sir. 

Senator Symrneton. When did you start this survey, in July? 

Mr. Potiock. We started working on it along in—the survey itself 
along the latter part of August and that was trying to map out the 
direction in which we ought to go and the kind of costs that ought to 
be considered and how we ought to go about this. 

Senator Symineton. And you finished it around the 1st of Decem- 
ber ? 

Mr. Potiock. Yes, sir. 

Senator Symineton. But you can’t reach conclusions, based on the 
finished report, until 4 or 5 months more ? 

Mr. Potiock. That is correct. 

Mr. Chairman, we are running many, many types of surveys on this 
thing because it is a very, very detailed survey. The questionnaire 
are very detailed, and it does take a lot of time. 

Senator Symineton. If you finished it on the 1st of December, why 
does it take 5 months to reach your conclusions ¢ 

Mr. Potxock. 1 don’t know whether I can give you a good answer 
to that, sir. 

Senator Syminetron. Thank you. 

mr Scumipr. Mr. Pollock, what is your role in the current negotis 
tions ¢ 

Mr. Pouiock. I am chairman of the meetings that we hold with the 
trade, the Government holds with the trade, sir. 

Mr. Scumipr. All right. 

Now, would you continue with the schedule of time here that we 
started on in the negotiations ? 

After your meeting on the 21st, that would be here in Washington! 

Mr. Potiock. Yes, sir. 

Mr. Scumipt. With representatives of the trade, what would b 
the next step then in this negotiation pattern ? 

Mr. Pottock. Well, we Savant had that meeting yet, Mr. Schmidt, 
and I don’t know whether I can tell you exactly what we will do. 
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Mr. Scumupr. I assume, Mr. Pollock, that in light of your experi- 
ence, in 1946 as an industry man and 

Mr. Potiock. 1946? 

Mr. Scumipr. 1956. And in checking through the records of the 
Department that you have some rough outline as to your schedule, do 
younot? You havean expiration date on these contracts. You know 
they expire the ist of July, do you not? 

Mr. Potiock. Yes, sir. 

Mr. Scumipr. So you must have new contracts in force and effect 
by that time. 

Now, what is your approximate schedule? I realize it will be 
subject to change. 

Mr. Pottock. I am not sure whether we will need to have another 





| meeting with the negotiating committee sometime within 25 or 30 


days following the January 21 and 22 meeting or whether we will 
have reached conclusions enough so that we can proceed to have the 
customary townhall meeting somewhere, probably in the Midwest 

art of the country, but if we can proceed to have the Town Hall meet- 
ing, it will probably follow 30 days after this 21st and 22d. If we 
have to have another one with the smaller negotiating committee that 
is selected by the industry, we will have that and then the townhall 
meeting will follow that. 

Senator Symineton. We are trying to find out why there shouldn’t 
be more urgency in the revision of these rates if they are as high as 
the General Accounting Office and the operators themselves state they 
are. 


You do not have under the law the right to renegotiate a contract 


| like the Department of Defense has. 


In the Department of Defense, when the Vincent-Trammell bill was 
passed, as an incentive for production in time of emergency a 10-percent 
— was allowed. There were protests that those profits were too 

igh. 

oday some of the manufacturers of aircraft have protested that 
they are only allowed 3 percent profit, automobile manufacturers 5 
percent profit. All that work is subject to renegotiation. There is no 
renegotiation in your picture. We are talking now about 167 percent 
profit on costs, in some cases. Inasmuch as the Department of Agri- 
culture hasn’t been remiss in dumping the problem of the high cost 
of the agricultural program consistently on the Congress, it seems 
this is one place we could make a fairly effective saving if there was 
more urgency in revising these rates to what would be considered fair 
practice in American business. That is the basis of our interest in 
what the counsel has been bringing out this morning. 

Mr. Pottocx. Did you want me to answer that ¢ 

Senator Symineron. I would be glad to have you. 

Mr. Pottock. I only have this to say, Mr. Chairman, that certainly 
lam not familiar with any other types of Government contracts than 
the one that we are talking about here today. I am under the im- 
pression that the type of contract that you are describing to me has 
something to do with the 3 percent profit over and above cost. We 
don’t have that kind of a contract with the grain trade. In fact, there 
is absolutely no guarantee that they are going to get any corn in their 





68 INVESTIGATION OF GRAIN STORAGE OPERATIONS 


facilities or any grain in their facilities under the type of contract 
that they signed. 

As I related to you yesterday 

Senator Symineron. Excuse me. Didn’t you say that at times you 
gave a guarantee of so much grain over a3-year period ¢ 

Mr. Potiock. There was a time during this, yes. But at the present 
time there is not. And I hope that you will ask Mr, Hanson that, 
because he has the figures on that. I want that to be sure to be 
brought out, that the time the occupancy guarantee was effective and 
the time that the rapid tax amortization was effective also. 

Senator Symineron. In other words, in addition to the guarantee 
over a period of years of a certain amount of grain for storage, you 
gave them 100 percent accelerated amortization, did you not? 

Mr. Potiock. I would like to have you ask Mr. Hanson that, be- 
cause I was not here at that, sir. 

Senator Symineton. That is the record. Full amortization, 20 
percent a year for 5 years. 

Mr. Potiock. That is whose record ? 

Senator Symineron. The testimony was that the 100 percent amor- 
tization over a 5-year period, 20 percent a year for 5 years, was given 
at the same time there was a 3-year guarantee as to the amount of grain 
that would be given if the elevator was built. 

Mr. Pottock. You didn’t mean that was my testimony. 

Senator Symineton. No, the day before you. 

Mr. Potxiock. All right. 

Senator Symineton. You don’t know about this? 

Mr. Pottock. I have a rough idea, but Mr. Hanson has the accu- 
rate figures here and I am sure can fill you in on that, sir. 

Mr. Scumipr. Mr. Chairman, may I suggest that I be allowed to 
have Mr. Hanson present this so we can have the record clarified at 
this point ? 

Mr. Hanson, would you describe to the committee the beginnin 
and ending dates and the types of occupancy guarantees and the rapi 
amortization program too, please ? 

Mr. Hanson. With respect to the occupancy contract, that was in 
effect in 1953 and 1954. On the 17th of August in 1953 the Depart- 
ment announced that these guarantees would be available. 

Mr. Scumipt. What guarantees? 

Mr. Hanson. There were three different types of guarantees offered. 

Under plan I, CCC agreed to underwrite up to 75 percent occupancy 
for 3 years and 40 percent for the next 2 years. In other words, the 
Commodity Credit Corporation told the potential builder of a grain 
storage facility that we would assure him of 75 percent occupancy for 
3 years and 40 percent for the following 2 years in the event that he 
did not get enough grain in his facility, both Government owned and 
commercial grain, to come up to 75 percent occupancy. 

Senator Symineron. And what did you give him if he didn’t have 
that grain ? 

Mr. Hanson. There was a figure worked out under which we would 
pay him a sum of money. 

enator Symineton. You mean we have had price supports for 
operators, too ? 

Mr. Hanson. No, sir, I didn’t mean to imply that. 
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Senator Symincton. What is the cash subsidy beyond the support ? 

Mr. Hanson. This was an effort on the part of the Department to 

encourage commercial expansion at a time when it was needed, sir. 
Senator Symineton. It was guaranteed income, is that correct ? 
Mr. Hanson. It was guaranteed occupancy ; yes, sir. 
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ont Senator Symineton. If you didn’t have the grain, you would give 
at, | him something in place of the grain, is that correct? 

be Mr. Hanson. That is correct, sir, up to 75 percent of occupancy. 
nd Senator Symrneron. That is all I said. 


Mr. Hanson. Yes, sir. 

There was another plan under which Commodity agreed to under- 
write up to 60 percent occupancy for 5 years, and a third plan Com- 
modity Credit Corporation agreed to underwrite up to 50 percent 
occupancy for 6 years. 

Senator Symineron. In other words, 75 percent and 40 they could 
take. 

Mr. Hanson. They could take. 

Senator Symineron. Or 50 percent or 60 percent for 5 years. 

Mr. Hanson. That is right. 

Senator SyMinctron. Or 40 percent for 6 years. 

Mr. Hanson. Fifty percent for 6 years. 

Senator Symineton. Fifty percent for 6 years. 

Senator ExLenper. In addition to that agreement, that is, occu- 
pancy, were they not allowed tax relief also; a chargeoff over a pe- 
riod of 5 years? 

Mr. Hanson. May I complete the statement with respect. to the oc- 
cupancy guarantees? I would like to point out that was only in effect 


.Or- 
ven 
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ar for 2 years. 
1 to We did not automatically require them to make payments. We re- 
1 at | quired them to take all grain into consideration, not just Government- 
owned grain. 
‘in I would like to mention that under this contract, the contract was 
pi reopened in May again of 1954 and under the two times that we ac- 
cepted offers to construct storage, in the first instance it was a total 
sin} °f 147 million bushels and 285 facilities that were constructed; 147 
art- | million bushels was the capacity of the 285 facilities. 
Under the second program there were 137 facilities, with a total 
capacity of 39 million bushels that were completed during that period 
red, | of time. my 
ney In total the Commodity Credit Corporation has paid out $227,000— 
the | $227,773.79 in support of these guarantees. That is the actual cost to 
rain | the Government for the construction of these facilities which amounted 
, for | to roughly 200 million bushels of grain storage capacity in the United 
t he | States. ; ‘ os 
and Senator Symineton. Yes, but if you had _— this incentive, in 
case you didn’t have the grain to store you had to put up the cash: 
have Mr. Hanson. We would have had to, had we not had the grain to 
store, that is correct, sir. 
ould Senator Symrneron. Right. And the people who were already in 
the grain business were in a different position. 
; for Mr. Hanson. They had equal opportunity, sir, to avail themselves 


of the program, those who were already in. 
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Senator Symineton. And the relatively low amount that you had 
to pay out in cash would show that you automatically gave preference 
to the people that you entered into contracts with, would it not ? 

Mr. esas, No, sir, I would say it would not reflect this. I think 
it reflects the situation of increasing need for grain storage in the 
United States during that period of time. 

Senator Symineron. Now would you answer the chairman’s 
question ? 

Mr. Hanson. Yes, sir. Would you repeat the question, please? 

Senator Evienver. I say in addition to a guarantee of a certain 
amount of grain to fill the bins, they had a quick tax amortization, 
did they not? 

Mr. Hanson. I would like to refer to the record on that. 

Mr. Potxiock. For a period of time, yes, sir. 

Senator Symineton. If you go 20 percent for years, that is 100 per- 
cent. Afterward you have nothing to amortize. 

Mr. Potiock. By a period of time I meant, sir, the years that that 
was applicable. 

Mr. Hanson. I would like to mention that the Internal Revenue 
Code of 1954 incorporated in section 169 the content of Public Law 
287, the 83d Congress, which provided for 60 months’ amortization of 
qualified grain storage facilities for income tax purposes. 

Under the section qualified grain storage facilities, the construc- 
tion, reconstruction or erection of which was completed after Decem- 
ber 31, 1952, and on or before December 31, 1956, could be amortized 
by election of the taxpayer. This was entirely up to the taxpayer as 
to whether or not he wished to avail himself of these privileges. 

This provision expired on December 31, 1956. 

It was administered by the Internal Revenue Service and not by the 
Department of Agriculture. 

I think the record will show that the Department was not consulted 
with respect to whether or not this provision should be incorporated 
in the tax amortization law. I think the record will also show that 
the Department twice recommended against the continuation of tax 
amortization for grain facilities. 

Senator ELLtenper. Well, the point that I wanted to make was that 
you had two inducements that would encourage the construction of 
these facilities. 

Mr. Hanson. There were two inducements which would encourage 
the construction, one of which was administered by the Department 
and one by the Internal Revenue Service on the basis of law. 

Senator ELLenper. You were cognizant of that, weren’t you? 

Mr. Hanson. Yes, sir, we were cognizant of the tax amortization 
provision and we certainly knew about the occupancy agreements. We 
administered the program. 

Senator Syminetron Are you saying that the Department, of Agri- 
culture did not recommend the tax amortization program ? 

Mr. Hanson. We recommended against an extension of it sir, and 
I have been advised—I can check this out 

Senator SyMIneTon. You recommended against an extension ? 

Mr. Hanson. Yes, sir, and I have been told that we were not con- 
sulted with respect to whether or not it should be included as a pro- 
vision of the bill. I may be wrong with respect to that. 
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Senator Symrneron. I have somebody getting the record. 

Mr. Hanson. Fine, that is good. I am under the impression—I was 
told that, sir. 

Senator Symineron. Who told you? 

Mr. Hanson. I raised the question within my own organization. 

Senator Symineton. With whom would you raise a question like 
that ¢ 

Mr. Hanson. I would refer it to the people I work with, one of the 
branch chiefs. 

Senator Symineton. Could you tell us who it is, because we have 
been trying to follow the agricultural setup ? 

Mr. Hanson. Yes, sir. In this instance I asked the Commercial 
Storage Branch Chief, Mr. Stanley McMahon. 

Senator Symineton. When did you ask him ? 

Mr. Hanson. I think it was with respect to whether or not we were 
asked for a recommendation on initial part of it—I think it was based 
on an inquiry from members of your staff, sir, that I did that. 

Senator Syminoeton. I see. Thank you. 

Mr. Hanson. The inquiry was not specifically directed to this point. 
It was directed to what is the current situation with respect to tax 
amortization. I asked that the statement be prepared and asked the 
question myself. 

Senator Syminctron. Do you have the statement with you ? 

Mr. Hanson. I have read from the statement, sir. 

Senator Symineton. Could we look at the statement ? 

Mr. Hanson. Yes, sir. 

Senator Symrneron. Thank you. 

Senator ELLeENDER. May I ask another question ? 

Senator Symineton. Please, Mr. Chairman. 

Senator Extenper. I have before me here Commodity Credit Cor- 
poration annual storage rates paid out per unit of each commodity in 
commercial storage since July 1, 1951, and I find it rather strange that 
as to all commodities, as I see it, with the exception of cotton and 
cottonseed oil, there has been a gradual increase in storage rates. 

As an example, per bale rates for cotton in 1951 was 4.2. It re- 
mained that way until 1955 and then in 1957 it went back to 4.2 and in 
1958 4.2 and I notice here also in 1958 4.55. 

I wonder if you could tell us how it was possible for you to make this 
change in the light of no new negotiations? 

Mr. Hanson. I didn’t understand, sir. You were reading from 
what type of 

Senator ELtenpver. Well, it is a statement from your records. 

Mr. Hanson. Yes, sir. 

Senator ELLenper. Indicating from July 1951 through 1958. 

Mr. Hanson. Yes, sir. 

Senator ELLtenper. The charges per bushel of grain and per bale of 
totton ; the storage rates from year to year. 

Mr. Hanson. The amount paid out ¢ 

Senator Extenper. And as to all grain, let’s say, butter, cheese, 
dried milk, whey, and so forth, there has been a constant increase in 
the cost. of storing those commodities, but as to cotton and cottonseed 
vl the charge has been constant throughout the period, that is, from 
1951 to 1952, with the exception that in the case of cotton the rate was 
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up in 1955 and 1956 to 4.5 instead of 4.2. In 1957 it went back to 4.20, 
1958 it was 4.20, and I notice in the last column 4.55. 

I am wondering why the change, if you could give us an explanation. 

Mr. Hanson. You are referring to cotton and I am not qualified to 
comment on It. 

Senator ELtenper. Whois? It isall storage, isn’t it? 

Mr. Hanson. The director of the Cotton Division has that responsi- 
bility. 

Mr. Potiock. No, sir. It is not within our jurisdiction, Senator 
Ellender. 

Senator ELtenper. You mean the Commodity Credit Corporation 
doesn’t 

Mr. Pottock. It is in the Commodity Credit Corporation, but we 
are only representatives of the Grain Division. 

Senator ELLenper. Oh, oh. 

Mr. Potitockx. And I am sorry; we just can’t answer it. 

Senator ELLeNver. Well, we should get the cotton people here to 
find out why they didn’t keep up with you. In other words, in the 
case of grain there has been, it seems to me, a gradual increase. I 
would like to know whether there was preference shown in some 
way. 

Now, take the case of cottonseed oil. Do you have any jurisdiction 
over that? 

Mr. Potiock. No, sir. 

Senator Exvienper. All right. Well, here you have a storage rate 
of 0.006 for cottonseed oil, and that same rate was in effect until 1955 
when it was lowered to 0.0045. The same in 1955, 1956. And then 
in 1956, 1957, 1958, it went back to the original amount charged in 
1951. 

Mr. Potiock. Yes, sir, but I wouldn’t care to comment on it because 
I don’t know anything about cotton or cottonseed oil. 

Senator ELLEnpER. Well, evidently the cotton folks did not benefit 
from rate increases. 

Mr. Potiock. I don’t believe, Senator Ellender, that I can be blamed 
for that. 

Senator ELitenper. All right. 

Senator Youne of North Dakota. Mr. Chairman 

Senator Symineron. I would just like to say one thing, Senator 
Young. 

We are not trying to blame anybody. Just trying to get the 
facts. 

Senator Youne of North Dakota. Mr. Pollock, you testified earlier 
that the Government owned 285 million bushels of grain storage 
facilities. 

Mr. Potiock. 985. 

Senator Youne of North Dakota. 985? 

Mr. Potiock. Million bushels of storage facilities. 

Senator Youne of North Dakota. When was this storage. con- 
structed, what year ? 

Mr. Pottock. When was it constructed 4 

Senator Youne of North Dakota. Yes. 

Mr. Potiock. Mr. Hanson, will you answer that? Do you have the 
figures on that? Idon’t have the year. 
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Senator YouNe of North Dakota. Approximately what years? 
Mr. Hanson. I can say that my recollection is in the neighborhood 
of 500 million bushels has been constructed between 1952 and 1956 
and the balance prior to that time, but we can certainly get that for 
the record if you would like to have the figures. 

Senator Youne of North Dakota. When did the Department require 
this construction! Was it not profitable enough, so that the private 
grain storage people wouldn’t go into the business, or did you find it 
necessary in order to take care of all the Government grain to con- 
struct the storage ? 

Mr. Hanson. Senator, during the period that is under discussion 
during the tax amortization and guarantee occupancy period as we 
refer to it here, it was not possible for the Commodity Credit Corpo- 
ration to obtain enough space in commercial facilities to house the 
grain that was on farms and would be delivered to the Commodity 
Credit Corporation at the expiration of the loan period. 

We did purchase bins in 1952, 1953, 1954, and 1955, to handle those 
crops, we did have to buy bins and locate them in the area in which 
the collateral for the loans was located and accept delivery in those 
bins in order to provide adequate space for handling the takeover of 
grain from producers. 

Senator Youne of North Dakota. And this business of a shortage 
of grain storage—this may be a question you may not want to answer— 
but it did become involved in political campaigns of 1948 and later 
years—the Government providing adequate storage ? 

Mr. Hanson. I am only referring to the period of 1952 on. There 
were bins bought prior to the Korean war. I believe there was a time 
that part of the bins was bought and then the situation eased off from 
the storage standpoint during the war, and then when we got back 
into normalcy, we did have to buy bins on three or four different oc- 
casions to house the production that was brought on through Com- 
modity Credit Corporation under price support. 

Senator Youne of North Dakota. There was a time only a few years 
ago when the Government was disposing of their own grain storage 
bins? 

Mr. Hanson. After the decrease in carryover stocks that had ac- 
cumulated prior to the war, I do recall that we were attempting to dis- 
pose of bins because we just didn’t have the carryover, and I suppose 
some people in their judgment thought it might not be needed. 

Senator Youne of North Dakota. Do you have any figures in the 
Department on the overall cost of storing grain in Government- 
owned bins as against privately owned storage ? 

Mr. Hanson. Yes, sir. We have submitted to us each year a state- 
ment with respect to estimates of cost. We have the knowledge of 
the expenditures of thoses costs each year on storage and bin sites. 

We have recently asked for information on actual costs on the State- 
by-State basis. We are now in the process of analyzing those costs, 
and I think we will be in a position to give out some figures that will 
show cost of operation in bin sites and also cost of operation in—— 

Senator Symineton. Roughly, what is your cost in Government- 
owned bins as against commercial bins? 

Mr. Hanson. I have seen studies, sir, and—— 
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Senator Symrncron. Mr. Pollock says you are the expert. In busi- 
ness, you figure your profits and your prices on costs. Isn’t there 
anybody here who knows what the cost is, regardless of summaries 
and studies ? 

What is the average cost of storing grain in Government-owned 
units and facilities as against commercial facilities? Your price on 
commercial facilities would have to be set against that, wouldn’t it? 

Mr. Hanson. No, sir. 

Senator Symineron. You wouldn’t think that would help? 

Mr. Hanson. No, sir. 

Senator Symincton. When you set a rate with a commercial opera- 
tor, you wouldn’t think it would be any guide to what it cost to store 
in Government-owned 

Mr. Hanson. No, sir. They are entirely different situations. 

Senator Symineron. Thank you. 

Senator Young. 





pore seme 


Senator Youne of North Dakota. The reason I was asking is I | 
thought a comparison of costs would be helpful to the committee. I | 


would think the Department of Agriculture would want to know—of 
course, in Government-owned bins, you have to stand the loss of de 
terioration of wheat and handling, and all that. People guard these 
bins, and when you load or unload, you have considerable costs. 

Mr. Hanson. Yes, sir. 

Senator Youne of North Dakota. But I was wondering, perhaps 
even that would be cheaper. I don’t know. 

Mr. Hanson. The reason I hesitate to quote any figures is any 
figures we have do not include certain costs in the operation of bin 
sites which are costs to the commercial storage industry, and we have 
to find out not just what.the cost is overall but what is this per bushel 
cost and what is the cost of storage, what is the cost of handling. 

Senator Youne of North Dakota. And the cost of handling is—— 

Mr. Hanson. Is aseparate item. 

Senator Youne of North Dakota. You often have a man out at the 
bin site and one at the elevator whenever bins are unloaded. It runs 
into a lot of money. 

Mr. Hanson. We will be in a position to give out those figures. 

Senator Symrineton. When? ' 

Mr. Hanson. I would think—I have not participated in that study, 
sir, but I have knowledge of it, and I would assume that at least within 
the period of time that we can come up with some figures on the 
commercial cost. 
aan Symrinecton. What do you think the period of time would 

Mr. Hanson. I think Mr. Pollock has indicated 75 to 90 days. 

Senator Symineton. Seventy-five to ninety days? 

Mr. Hanson. Yes. That is just an opinion, sir. 

Senator Symrneton. Let me ask this question, Mr. Pollock: 

Last year the support price was raised to 92 percent of the corn 
producers in the United States, and all restrictions have been taken 
off entirely. I have seen many figures as to what we will end up in 


additional corn storage this year, but no figure below a half a billion 
bushels. 
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When these half a billion bushels have come up of increased corn 
storage, do you plan to load up our Government-owned warehouses, 
or are you going to give further incentive for additional capacity of 
commercial operators? What is the Department’s plan along those 
lines ¢ 

Mr. Pottock. Mr. Chairman, every year we start in as soon as we 
have a reasonable idea of what commodities have gone under loan 
and in what amount they have gone under loan and start to make 
our plans; we start to make our plans as to how we ought to try to 
operate. We try to figure out what we have got in empty bin space. 

Senator Symineron. I am sure you do. What is the result with 
respect to the current corn situation ? 

Mr. Po.tiock. What are we going to do about it ? 

Senator Symineton. Yes. 

Mr. Potiock. As soon as we have made a study of it—now, you are 
probably familiar with the fact that our biggest problem this year 
will likely be in the Midwest where that big corn crop is located. 

Senator Symineton. We have known that for many months. When 
are you going to get through with the study? 

Mr. Potitock. Could I say something else, just ahead of that—— 

Senator SyminerTon. Sure. 

Mr. Potxock. That qualifies or explains what I want to say ? 

The corn crop that was raised out there is very high in moisture. 
There are restrictions as far as what can go under loan. As soon as 
the winter is over, the weather will somewhat determine how much of 
that grain can actually go under loan because there is a limit to what 
we can accept under the loan program as far as moisture is concerned. 

Senator Symrneton. Don’t you have to make some estimates of 
that, or won’t you have the corn without the storage space? Or have 
you enough storage space to take care of it now ? 

Mr. Pouzock. No, sir, we don’t have. 

Senator Symineton. But if you wait until the corn is produeed—— 

Mr. Potiock. The corn has been produced, sir. This is 1959 corn. 

Senator Symrneton. I understand, but how are you going to get 
the bins? It takes a little time to put them up, doesn’t it? 

Mr. Potiock. Yes, sir, it does, but we have accomplished that in 
the past in getting our—I am told that we have accomplished that in 
the past by having our estimates on that, what we need, by the latter 
part of April. We are able to buy steel bins and have them erected 
in time for the takeover. 

Senator SymMineTon. Just one more group of figures, Mr. Pollock: 

When I came to the Senate, Senator Russell, chairman of the Sub- 
committee on Agricultural Appropriations, said that the percentage 
of the population of the United States producing food was 13 percent, 
but they were only getting 6 percent of the national income. In 6 
years, farmers have dropped from 13 to 12 percent of the total, and 
they are now getting only 3.2 percent of the national income. So their 
percentage of our income has dropped nearly 50 percent in 6 years; 
and today the parity ratio of farm prices is lower than for any 
December since the depression year of 1933. 

Also, their percentage of the consumer food dollar has dropped 
steadily in recent years to the point where it is now about 38 cents 
per dollar. All additional costs, such as storage costs, are punitive 
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to the farmer. That is the basis of our investigation. Whereas we 
spent around $148 million in 1952 for storage, counting all costs, in- 
cluding interest charges, and so forth, today it is over $1,200 million. 
Last year, actually, $587 million went out in payments to people stor- 
ing grain. 

Now, under those circumstances, what we are trying to do is to be 
of help to you, if we can be, in the Congress, and do anything to cut 
these costs down, all of which, as I say, comes back against the ‘farmer. 
The Department of Agriculture loads it all in as part of the cost of 
the overall farm program. 

Follow me? 

Mr. Potiock. Yes, sir. 

Senator Symrineton. That is the reason we are looking into these 
matters 

Will you proceed, Mr. Counsel ? 

Mr. Scumipr. Mr. Pollock, you say that you do not have sufli- 
cient storage in the Midwest at the current time for corn? 

Mr. Potiock. No, I didn’t say that, Mr. Schmidt. We have not 
had the opportunity yet to find out how much of this corn is going to 
go under loan, so that we don’t know the size of our problem yet, and 
we probably won’t for some little time. This corn is going under loan 
out there in a pretty slow fashion because of the high moisture con- 
tent. Now, it is excellent quality, and our people in the State tell 
us they feel sure that with reasonably decent weather the stuff will 

get down in moisture to where it can go under loan. 

Mr. Scumipr. Mr. Hanson, if I may get back to you, when was the 
last time that the C ommodity Credit Corporation purchased bins for 
storage ¢ 

Mr. Hanson. I think it was—I am sure it was to house the 1955 
crop, which would have been in 1956. 

Mr. Scumipt. And no commodity bins have been purchased since 
that time? 

Mr. Hanson. None have been purchased since that time. 

Mr. Scumipr. As a matter of fact, your total bin capacity is slowly 
going down, isn’t it, because of the deterioration of the bins and the 

sale of some bins? 

Mr. Hanson. There will be some attrition in the older bins, yes, 
sir. 

Mr. Scumipt. And have you leased any of these bins out to private 
operators ? 

Mr. Hanson. We have in the past and just for short periods of 
time. We have leased empty bin space to private operators in order 
that they could take producers’ grain into storage for loan purposes. 

Mr. Scumipr. This is where Commodity Credit owns the bins? 

Mr. Hanson. We own the bins. 

Mr. Scumipr. You then lease them and you lease them at a rate of 
9 cents per bushel capacity ? 

Mr. Hanson. At one time. 

Mr. Scumipr. You leased them to the warehousemen who then filled 
them with grain and put them under the Uniform Grain Storage 
Agreement and received back from the Government approximately 16 
cents per bushel under the Uniform Grain Storage Agreement, is that 
correct ¢ 
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Mr. Hanson. AsTI recall, that is substantially correct. 

Senator Youne of North Dakota. I think the record will also show 
that you leased these bins to farmers, too. 

Mr. Hanson. Yes,sir. That is correct. 

Mr. Scumipr. And are you currently leasing bins to farmers and 
warehousemen ? 

Mr. Hanson. I don’t know what the present record is, sir, on leases, 
but I am under the impression that we are not leasing any of these 
bins. 

Senator Symineron. Have you somebody here who does know? 

Mr. Hanson. I don’t think so. I am sure we don’t have, but I can 
check into that. 

Senator Symineton. Let me get this straight, if I can: 

You took a bin, leased a bin, and then it was released by the person 
to whom you leased it, at a profit ? 

Mr. Hanson. No, sir. I am sorry if that impression has been cre- 
ated. 

Senator Symineron. I don’t quite understand. 

Mr. Scumipr. As I understand, Mr. Hanson, to clarify this, Com- 
modity Credit did lease to some commercial warehousemen and farm- 
ers Commodity-owned bins at a rental rate up to March 1, 1959, of 9 
cents per bushel capacity—right ? 

Mr. Hanson. Yes. 

Mr. Scumipt. And then some of those were filled with grain which 
was then put under the Uniform Grain Storage Agreement. 

Mr. Hanson. That is right. 

Mr. Scumipr. And whenever the corn was put under the Uniform 
Grain Storage Agreement, the warehousemen could receive that back 
for the storage of the grain ? 

Mr. Hanson. Yes, sir. But there are some comments I should make 
in connection with this: We did this only because there was not enough 
commercial storage available. There was not enough space on the 
farms, and we did it in order that the producers who had grain and 
wanted to put it under storage and could be eligible for support pro- 
gram could doso. The figures of 9 cents and 16 cents, approximately, 
do not reflect any of the Peng costs that the warehouseman may 
have had. He assumed all of the risks for the grain in storage. He 
had all of the expenses of moving into and out of the bin, and those 
expenses should be taken into consideration. 

Mr. Scumipr. Well, he receives a load and handling charge? 

Mr. Hanson. Not the bins that he leases. 

Mr. Scumipr. Under the Uniform Grain Storage Agreement 

Mr. Hanson... Only to his facility, that is right. 

Mr. Scumipr. And when the bin was leased, was that part of his 
facility ? 

Mr. Hanson. That was a part, yes. 

Mr. Scumipr. So he would have his handling charge on that? 

Mr. Hanson. I was referring to the fact that we are not paying 
him to take the grain out to the bin and back. It is a normal han- 
dling charge. 

Mr. Scumipr. Do you. have the figures on what your CCC binsite 
capacity has decreased in the last fiscal year ? 

Mr. Hanson. No, I don’t have those, sir. Iam sorry. 
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Senator Symincron. Is there anybody here who has them ? 

Mr. Hanson. No, sir, but they are in the records of the Corporation, 
and we can furnish that. 

Mr. Scumipr. Would you furnish that to the committee, please ? 

Mr. Hanson. Yes, sir. 

(The document referred to is as follows :) 


Total CCC binsite capacity and reduction in such capacity from sales of usable 
bins and from removal of bins from inventory due to irreparable attrition, 
fiscal years 1950 to 1959 


{In bushels] 

















| 
Capacity of | 
Total CCC bins re- Total reduc- 
binsite ca- Capacity of | moved from | tion in CCC 
Fiscal year pacity at usable inventory binsite 
| beginning of bins sold due to capacity 
fiscal year irreparable 
attrition 
414, 694, 000 253, 348 | 2, 250, 606 2, 503, 954 
544, 785, 000 465, 993 659, 034 1, 125, 027 
543, 241, 000 1, 509, 644 447, 820 1, 957, 464 
543, 308, 000 745, 137 618, 616 1, 363, 753 
705, 060, 000 144, 175 244, 727 388, 902 
843, 196, 000 1, 117, 746 139, 374 1, 257, 120 
893, 710, 000 993, 350 223, 182 1, 216, 532 
989, 840, 000 1, 909, 405 247, 437 2, 156, 842 
< piensa cileniandat .---| 987, 533,000 1, 595, 444 314, 792 1, 910, 236 
1959 in aeenee aaaaiaaaaeann te ed ate aenaeural 985, 314, 000 864, 796 977, 550 1, 842, 346 


Source: Grain Division, CSS, Agriculture-Washington, June 14, 1960. 


Mr. Scumipr. And you say that you do not have an approximate 
figure of what it costs per bushel to store Government grain in Com- 
modity-owned bins, is that right ? 

Mr. Hanson. I have no figure that I could comment on at this 
time with any degree of certainty that I am quoting the right figures, 
sir. 
Mr. Scumipt. The last survey that was prepared by the Depart- 
ment was in conjunction with the Iowa Agricultural Experimental 
Station, Marketing Research Report No. 93, about which Dr. Phillips, 
from Iowa State, testified in the first day of our hearing, and this 
shows an unadjusted rate per bushel for bins in Iowa of 5.09 cents per 
bushel, cost to the Government, and an adjusted rate, including taxes 
and insurance, of 6.25 cents per bushel. 

You are familiar with that study, are you not, which is a Depart- 
ment of Agriculture study ? 

Mr. Hanson. I have seen the study. I am not sufficiently familiar 
at this time to—— 

Mr. Scumipr. But you have no figures that would bring this up to 
date beyond this? 

Mr. Hanson. I believe that study has some occupancy rates and 
levels in it and a few other things, but I have no figures that would 
bring it up beyond that that I could comment on. 

Mr. Scumipr. Mr. Pollock, have you ever made a cost survey prior 
to this one in the Department of Agriculture to determine what it 
costs a warehouseman to store grain ? 

Mr. Pottock. In commercial warehouses ? 

Mr. Scumipr. Yes. 

Mr. Pottock. To my knowledge, no. 
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Mr. Scumipr. This is the first time then, that the Government has 
undertaken to make such a cost study ? 

Mr. Hanson. Mr. Schmidt, there have been studies made in the 
Department on the cost of storing grain in commercial facilities, not 
by the Commodity Stabilization Service; by other agencies of the 
Department. 

Mr. Scumipt. Again such as those that Dr. Phillips made? 

Mr. Hanson. That is correct, and I think studies have been made 
by the Agricultural Marketing Service, by the Agricultural Research 
Service, and by the Federal Extension Service. At least they have 
participated in studies. 

I should say that the studies that have been made have been on a 
limited basis, covering only a specific area in the country, and con- 
stitute a very small sample of what the national picture would be. 

This is the first study that we have made on a national basis that 
would reflect a picture of the cost throughout the United States. 

Mr. Scumipt. Were any of these previous studies ever used as a 
basis for negotiation of the uniform grain storage rates ? 

Mr. Hanson. No, sir, and I would like to comment on that question. 

I have reviewed, I think, most. of the published studies of the De- 
partment in this field, and I found that by virtue of limitations that 
were on the research people that their main job was to collect the 
basic information. It took some period of time to do that because 
of the limited number of people assigned to the task. 'They had the 
problem of analyzing the results, which is very important to proper 
interpretation of the figures obtained, and then they had the problem 
of getting the publication released through the Department, which 
isno small task. You have to clear an awful lot of people before you 
can put 

Mr. Scumipr. You mean the Department has difficulty in making 
its own studies public ? 

Mr. Hanson. No, sir, not difficulty. It is a question of accuracy 
and checking so we don’t put out any misinformation in this field. 

Mr. Scumipr. How many levels does it have to go through? 

Mr. Hanson. I am not sure. I know in my own it has to go through 
several. 

Senator Symineron. You say you know in your own case? 

Mr. Hanson. From my standpoint, sir, I would have to go through 
Mr. Pollock and Mr. Beale and Mr. Berger and if necessary on up to 
the policymaking people, which would be the Board or one of the As- 
sistant Secretaries. I am about five down. 

Senator Symineton. Five down? 

Mr. Hanson. I say there are four levels above me that should be 
cleared through before anybody released any information. That 
would be my personal opinion. 

Mr. Scumipr. How long does it take you to run this ladder? 

Mr. Hanson. Oh, it just depends on the problem in front of you. 
You may have to go over once and be sent back to develop over some 
point we couldn’t explain at the time. It depends on the subject: mat- 
ter and the degree of accomplishment on our part initially. 

Mr. Scumipr. Can you answer the question, Mr. Hanson, why this 
cost survey was not made previously and used in previous negotiations ? 

Mr. Hanson. Well, frankly, sir, I don’t think that anyone thought 
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that a study of this type could be accomplished on any current basis in 
suflicient time to be meaningful. I intended to say that we have not 
been able to use the studies of the Department because it was not cur- 
rent information. It was 2 or 3 years old, and I think there has been 
some hesitancy on the part of the people to attempt to do this and try 
to get current information. ; 

1 have here a table of inventories that would show that up to this 
time the problem has not been as sizable as the one which we are now 
dealing with. 

Mr. Scumipr. Your Department has spent $2,300 million for stor- 
age and related costs in the last 7 years and you don’t consider this a 
serious problem ? 

Mr. Hanson. I was referring back to the 1953-54, 1948-49 negotia- 
tions where the carryover in stock and CCC inventories were consider- 
ably less than what they are at the present time. 

Senator Symineron. Mr. Hanson, did I understand you correctly 
that the Department was not in favor of the accelerated amortiza- 
tions? 

Mr. Hanson. I have been advised, sir, that we recommended against 
continuation of it, and I have been advised that we were not consulted 
with respect to the initial bill. 

Senator Symineton. Who advised you of that ? 

Mr. Hanson. The branch chief that I referred to previously, Mr. 
Stanley McMahon. 

Senator Symineron. I read from page 9527 of the Congressional 
Record of July 22, 1953, a statement of the then Congressman, now 
Senator, Martin on final passage of H.R. 6426 in the House. He made 
this statement: “The measure has the approval of both the Department 
of Agriculture and the Treasury.” 

Mr. Hanson. With respect to commercial storage? I think we sup- 
ported—I didn’t refer to farm storage, and I don’t know what our 
position was on that. 

Senator Symineton. This is in connection with amortization of 
grain storage facilities. Section 206 of H.R. 6426 is section 169 of 
the Internal Revenue Code. 

Mr. Hanson. The amortization provision extended to producers, I 
am sure. 

Senator Symrneton. On page 7981 of the Congressional Record of 
July 1953, there is a statement of Congressman Curtis, now Senator 
Curtis, from Nebraska, cosponsor of the amortization provision. He 
said : 

I am happy to report that the Department of Agriculture, under the leader- 
ship of the new administration, is interested in advancing the objectives of the 
Martin-Curtis proposal. 

And again: 
The previous administration opposed our suggested solution of this problem. 


These remarks were with direct reference to the question of accel- 
erated amortization of grain facilities. 

Mr. Hanson. I could be wrong. I think there were two questions; 
one was the commercial storage and one farm storage. 

Senator Symrineton. We could be wrong, too. TLet’s check it. 

Mr. Hanson. I will be glad to give further information on that. 
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(The information referred to, furnished at a later date, is as fol- 
lows:) 

Records of the Department show that during the 1st session of the 83d Con- 
gress at least three bills were introduced in the House of Representatives (H.R. 
3407, H.R. 5670, and H.R. 6426) relating to accelerated amortization of the cost 
of farm and commercial storage facilities. H.R. 3407 and H.R. 5670 would have 
amended section 124 of the Internal Revenue Code to permit the amortization of 
the cost of farm storage facilities over a 60-month period. H.R. 6426, which is 
the bill referred to by Senator Symington from the Congressional Record, pro- 
posed to amend section 169 of the Internal Revenue Code to permit accelerated 
amortization of the cost of both farm and commercial grain storage facilities. 
In reporting on H.R. 3407 and H.R. 5670 (June 1953) the Department did not 
take a firm position either for or against their enactment, but expressed its 
belief that accelerated amortization of the cost of farm and permanent type 
storage facilities would provide an incentive for the construction of new facili- 
ties. Furthermore, the report stated that the Department would welcome the 
opportunity to have representatives of the Department discuss these bills with 
the chairman or other members of the committee whom he might suggest. We 
have no record in the Department which indicates that these bills were subse- 
quently discussed with a member of the committee or the authors of the bills. 
In regard to H.R. 6426 the Department has no record which would indicate that 
it was requested to report on the bill and that no hearings were held in connec- 
tion with the bill insofar as the Department was concerned. 

Mr. Scumipr. Mr. Hanson, do you think this study that you are 
making will give you a good basis for the renegotiation of the grain 
contract? 

Mr. Hanson. I certainly hope so. I personally feel we have ex- 
hausted every bit of the talent in the Department in this area and 
I think it will be as reliable as any study made under the circum- 
stances could possibly be. I am perfectly well satisfied in my own 
mind professionally, I would say, that we will not be doing any 
injustice by using the results of the survey. 

Mr. Scumipr. You feel it will accurately reflect the situation as it 
exists currently and will give you as representatives of the Depart- 
ment an adequate basis for negotiations with industry ? 

Mr. Hanson. I think it will reflect the situation as it existed dur- 
ing the survey period. 

I want to point out that we had to take a complete fiscal year and 
because of the fact that this survey related itself to the operating 
expense part of cost of storing grain and it will reflect a period during 
the period of survey, I think it will provide us with adequate basis 
for renegotiations within the margin of error that is inherent in the 
sampling technique used. 

I say that because we used a sampling technique that I was told 
initially the size of that sample, 537 houses, would come up with re- 
sults which would provide a margin of error of approximately 1 
cent one way or the other and to that extent I think it will accu- 
rately reflect the situation. 

Mr. Scumipr. Mr. Hanson, in your cost. analysis technique, do you 
recognize this accelerated depreciation as a basis for cost? 

Mr. Hanson. We used the books of the companies as they existed 
at the time that the survey was made. If they had depreciated the 
facility out completely we gave them no depreciation. If they had 
a normal depreciation over a 20- or 40-year period we gave them that, 
and if they had rapid depreciation we used rapid depreciation. Now 
I would like to point out in some instances, in many instances you 
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have both types of depreciation, both rapid and normal. We used 
whatever the books of the company showed, unless the company 
expressed a preference for us of normal rather than rapid tax writeoff. 

Mr. Scumipr. Mr. Pollock 

Mr. Potiock. Yes, sir. 

Mr. Scumipt. Do you concur with Mr. Hanson that this cost study 
survey will give you a basis for good negotiations ? 

Mr. Potiock. Iam sure it will; yes, sir. 

Mr. Scumipr. And you are convinced of the worthiness of this 
cost study ? 

Mr. Potiock. Yes, sir. 

Mr. Scumipr. What is the approximate cost of this study to the 
Department? Have you analyzed that? 

Mr. Hanson. Yes, sir. 

Mr. Scumipt. What is it? 

Mr. Hanson. We have set. up a system of reporting on these costs 
when we first started and the last figure I had was $256,000. That is 
just about it. 

Mr. Scumipt. This cost of $256,000 in relation to the information 
which you gained and the amount of money you are dealing with in 
storage is a relatively small amount. 

Mr. Hanson. I think it is a good investment ? 

Mr. Scumipr. You think it is a good investment ? 

Mr. Hanson. Yes, sir. 

Mr. Scumipr. You recommend then that that type of study be 
made? 

Mr. Hanson. I recommend that it be made; yes, sir. 

Mr. Scumipr. Mr. Pollock, you concur with that ? 

Mr. Potiock. Yes, sir. 

Mr. Scumipr. Are you making the same type of survey for the Uni- 
form Rice Agreement, Uniform Bean Agreement ? 

Mr. Potitock. We haven’t yet. 

Mr. Scumipr. Do you plan to? 

Mr. Hanson. I don’t. 

Mr. Potxock. It isn’t in our plans, sir. 

Mr. Scumipr. Why not, Mr. Pollock ? 

Senator ELLenper. I can’t see the necessity of going into cotton, for 
instance, because it hasn’t gone up any since 1951. In that connection, 
I would like to state that all of the grains, that is, barley, corn, flax- 
seed, grain sorghum, oats, rye, and soybeans, and not overlooking 
wheat, Senator Young, percentagewise since 1951, rates have increased 
from a minimum of 32 percent in the case of oats to 42 percent in the 
ease of corn. Now that is the range. 

In regard to cotton, the only increase was in 1958 from 4.20 to 
4.55, and that is an increase of 8 percent, and it has only been, ac- 
cording to this statement, for that year. 

In the case of cottonseed oil, the increase has been zero. 

So I would like, Mr. Chairman, to get the cotton people up here and 
find out why it is, and I will probably pat them on the back for keeping 
the rates down, that they saw no reason to increase them—why it is 
that these people have been able to get an increase in rates beginning 
in 1951-52 to, as I said, ranging from 32 percent to as high as 42 
percent. 
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Senator Symrneron. That will be done, Mr. Chairman. 

Mr. Scumipr. Mr. Pollock. 

Mr. Poiiock. Yes, sir. 

Mr. Scumupr. I have here before me a report dated November 24, 
1956, from the Internal Audit Division of the Commodity Stabiliza- 
tion Service and it contains a summary of findings which read as 
follows. 


Rate paid by Commodity Credit Corporation under the Uniform Rice Storage 
Agreements for rough rice storage greatly in excess of the commercial rates 
covered in tariffs filed by the California Public Utilities Commission. For 
example, the total storage related to costs incurred by Commodity Credit on the 
California 1956 rice crop were more than $1 million higher than the cost would 
have been at commercial rates. While it must be recognized that the higher Uni- 
form Rice Storage Agreement rates entitle Commodity Credit to certain addi- 
tional services it was questionable whether the value of these services warranted 
the substantial difference in rates, 

Now have you undertaken a cost study of rice storage in California 
to determine the correctness of this charge made by the Internal Audit 
that more than a million dollars was spent than needed ? 

Mr. Potuock. Not that I know of. 

Mr. Scumipr. Do you plan to? 

Senator Symincton. Do you know of this case ¢ 

Mr. Pottock. No, I don’t know of that. 

Senator Symineron. This is new to you ? 

Mr. Potiock. Yes, sir. 

Mr. Hanson. May I make a comment on that, Mr. Schmidt? 

Mr. Scumipr. Yes, sir. 

Mr. Hanson. I think there is probably in the record a reply to 
that report. 

Mr. Scumipr. There certainly is. There is a reply in here from 
Mr. Pollock dated December 1958, objecting to the findings of the 
Internal Audit Division, and then I have here two photostatic copies 
of letters dated March 10, 1959, from the Internal Audit Division, 
disagreeing with Mr. Pollock’s objections on December 24, 1958. 
Nothing further appears in the record. 

Mr. Hanson. Is there any comment with respect to the manner 
in which the California Tariff Commission ap Fics their rates? 

Mr. Scumipt. Yes, there is, and Mr. Pollock in his letter stated 
that the commercial rates were based on a two-crop year, and the 
Internal Audit Division checked back and said even if the com- 
mercial rates were based on a two-crop year that the Commodity 
Credit rate was still double what would be paid under the California 
rate. 

Senator Symineton. You said you didn’t know about this. Was 
that because somebody on your staff did it without your knowledge? 

Mr. Potzock. No, sir. I suspect that my memory has failed me 
just a little, sir. 

Senator Symrneton. This is a million dollars involved here? 

Mr. Potzock. Yes, sir. 

Mr. Scumipr. Well, do you plan to look into it further, Mr. 
Pollock? 

Mr. Potiock. Yes, sir. I certainly will. 

Mr. Scuipt. I realize that a million dollars in comparison to 
the figures we have been talking about here today is a relatively small 





84 INVESTIGATION OF GRAIN STORAGE OPERATIONS 


amount, but it would be worthy of further consideration, don’t you 
agree ? 

Mr. Potrock. Certainly do. 

Senator Symrnetron. The Internal Audit says you paid over a 
million dollars excess, in California, in rice storage. Has there been 
any decision to do anything about it? 

Mr. Potiock. We have those things constantly under review, Mr. 
Chairman, and we will do whatever we can about it, sir. 

Senator Symineron. Thank you. 

Mr. Scumipr. Mr. Chairman, I have no further questions of Mr. 
Pollock at this time. 

Senator Symrneron. Senator Ellender, have you any questions? 

Senator ELLenper. No. 

Senator Symineron. Senator Young? 

Senator Youne of North Dakota. No. 

Senator Symineron. Mr. Pollock, in executive session, we dis- 
cussed your previous relationship with the grain elevators and the 
story came out. in the paper about it yesterday. Would you care, 
briefly, so the record is clear, to tell what your past relationship is 
and what your present relationship is, and refer to the loan with your 
son; and also the question of the insurance? My request is completely 
without prejudice and in your interest. 

Mr. Pottock. Yes, sir. I would be very happy to. 

The question was raised as to whether I was still interested in the 
business in which I was engaged at Walford and Norway, Iowa, for 
about 14 years before I came with the Department in March 1957, and 
I simply told the committee in executive session yesterday that I had 
sold out my two-thirds interest in those two country elevators to my 
son. I hold some noteson him. Do you want me to give the amounts 
of those, sir? 

Senator Symrneton. I think that would be pertinent. 

Mr. Pottock. I hold some notes on him in the amount of some 
$65,000 representing my two-thirds share on which he pays me 3% 
percent interest. Aside from that, I have had and still have no more 
control over those two country elevators than you do. 

I have every reason to believe 

Senator Symineron. You don’t want to give me those notes, do 
you? 

Mr. Potrock. If you need them, I will be glad to make you a loan 
of them, yes, sir. 

Senator Syminoeron. I need them. 

Excuse me. 

Senator Eitenver. Off the record. 

(Discussion off the record. ) 

Mr. Pottock. There was also a question raised as to—— 

Senator E.tenper. Before you go into that, I wonder what 
prompted you to negotiate with your son? When did you decide to 
do that? Was it before you were appointed to the position you now 
hold or after or just exactly when did you decide to do that? 

Mr. Potxock. I decided to do that when I decided to come down 
here. 

Senator Exrenper. Why? Because the law required you to, the 
rules and regulations, or just what ? 
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Mr. Potiock. I thought you meant why did I come down here and 
I was just about to say that if my foresight had been as good as my 
hindsight 

Senator ELLENpER. You are sorry you came, in other words? 

Mr. Pottock. No, I didn’t say that. 

Senator ELLENpeER. No, but you were about to say it. 

Mr. Pottock. No, no. If you would let me finish, I would say that 
if my foresight had been as good as my hindsight and those of others, 
including my wife, I probably would have reflected on it further and 
might not have come. 

Senator ELtenper. How long have you been with the Department ? 

Mr. Potiock. Since March 25, 1957, I believe is the date. 

Senator ELLENDER. How much has the note been reduced ? 

Mr. Potiock. It hasn’t been reduced at all. 

Senator ELtenper. Have you been paid any interest? 

Mr. Potnock. Yes. 

Senator Ex:ienper. Is any time fixed at which the note is to be 
paid? 

Mr. Pottock. No, it is a demand note. He has offered to pay me 
some principal payments from time to time, but I happen to know 
that he has to also borrow money from his banker out there from co 
to time and I don’t believe he can borrow it from his banker at : 
percent. 

Senator Eittenper. All right. 

Mr. Scumipt. Do you have anything further to add, Mr. Pollock? 

Mr. Pottock. Not unless you want me to. 

Senator Symineron. Will you explain a little bit about that insur- 
ance policy ? 

Mr. PotiocKk. Oh, yes. I was about to say that. 

There was some question raised as to an insurance poliey, which I 
am not sure yet, Mr. Chairman, whether that was put on that finan- 
celal statement from the Evanston Commodity Credit office as an as- 
set. But I believe there was a space at the bottom of this financial 
statement for listing the life insurance policies. And he did list one, 
and I guess his date on there was 1958, which listed an insurance pol- 
icy which he carries on my life for $15,000. And when you asked me 
the question about an insurance policy in 1958, I really thought I 
had lost my memory completely, i vause I have not taken an insur- 
ance examination for several years. 

It finally came to me that the reason for it was that my son hap- 
pens to have a rheumatic heart: it is a heart murmur. He was not 
able to buy insurance on his own, on his own life, when he came with 
me in business after finishing at lowa State University in 1953. And 
being a prudent father, I suggested that. he ought to have some life 
insurance and, on applic ation, he was turned down by two or three 
companies; andan enterprising insurance man thought it would be a 
good idea for him to have some anyway. So, since I could still, pass 
an examination—and I still can— he bought a $15,000 policy on me in 
February 1954. 

Now, if that had anything to do with my plans to,come down. here, 
I must have been planning this for a long time, because I did not 
know at that time I was going to do this. 
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Mr. Scumipt. Mr. Pollock, I think the record should show that was 
included in a financial statement filed by Pollock Elevators under a 
Uniform Grain Storage Agreement with the Evanston, IIl., Commod- 
ity Credit office, and that is how it came to our attention. 

Mr. Potiock. Was it shown as an asset, Mr. Schmidt ? 

Mr. Scumipt. It was shown on the financial statement of Pollock 
Elevators, as shown to you yesterday. 

Mr. Pottocx. Owned by my son, Gerald R. Pollock. 

Mr. Scumopt. Right. 

Mr. Potiock. He is the sole owner of those two elevators. 

Mr. Scumipt. Correct. 

Senator Symineron. Do you know why it was not listed before, and 
then later was listed ¢ 

Mr. Potiock. I do not know that, sir; no, 1 do not. He has had 
that 

Senator Symrneton. Would you find that out for the record ? 

Mr. Potxock. Yes, I will be glad to. 

Mr. Scumipr. Mr. Pollock, you are the principal creditor, then. 
That is your relationship to the elevators at Walford and Norw: wy ¢ 

Mr. Potiock. Well, Mr. Schmidt, I would say I hope so. 

Mr. Scumipr. Mr. Pollock, let me ask you this: 

The U.S. Department of Agriculture Regulations, chapter 55, sec- 
tion 2, subsection 20-12, which covers conduct of employees and out- 
side interests, states, in part: 

Any employee having financial or other interests in any corporation, company, 
firm or association directly affected by his work will give written notice of such 
to his immediate superior through the head of his agency. 

Have you done that, sir? 

Mr. Potiock. No, I do not believe I have given written notice, sir. 

Mr. Scumipr. No further questions. 

Senator Symrneron. Senator Ellender, have you any further ques- 
tions? 

Senator ELLENpER. No. 

Senator Symineton. Senator Young? 

Senator Youne of North Dakota. Yes 

Had you conveyed the title to this pr operty to your son / 

Mr. Potiock. Yes, sir. 

Senator Youne of North Dakota. Of record ? 

Mr. Potxock. Yes, sir. 

Senator Youne of North Dakota. What time was it recorded? 

Mr. Potiock. Well, it was in early 1957. I cannot give you the 
dates on it, Senator Young. 

Senator Youne of North Dakota. Previous to your coming here ? 

Mr. Potxiock. Previous to my coming here, yes, sir. 

Senator Youne of North Dakota. That is all. 

Mr. Pottock. And I had a reputable law firm handle the thing and 
see to it that it was done properly. 

Senator SYMINGTON. Do you know what the net worth of the com- 





is? 
nie PotiocKk. Of the Pollock Elevators Co. ? 
Senator SymineTon. Yes. 
Mr. Pottock. No, sir, I do not. 
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Senator Symineron. Well, I think the record shows it is $38,000, 
in 1956. 

Mr. Scumipr. Yes. 

Senator Symineron. And how much is the value of the loan, 60 

Mr. Potiock. $65,000, I believe, was the figure that you had there. 

Senator SyMINGTON. $65,000. 

Mr. Pollock, before we recess these hearings, I make an observation 
for your consideration. 

The cost of administering the price support program in the Depart- 
ment of Agriculture has gone up further in the last few years than 
any increase in any management costs I have seen, in Government or 
private business. 

The total costs for administering the price support program have 
gone up from $34 million a year in 1952 to $364 million a year in 1959. 
That is an increase of almost over 1,000 percent. 

One of the problems we have run into from the standpoint of good 
business practice is the relative dilution of authority and responsi- 
bility incident to these committee systems. You mentioned this com- 
mittee you were on. There were 25 people in this particular meet- 
ing. ‘They are just the a from the Department of Agriculture. 
There are pages of additional people. 

What is hard for us to do is to locate who has the responsibility 
and the authority over there. It has been my experience there are 
only three things a man has to know to do a good job: Who does he 
report to, who reports to him, and what he is supposed to do. Now, 
you have outlined what might be called your job analysis here, and 
it is well outlined. But the testimony shows there are a good many 
parts of it not too clear. 

I bring this up in an effort to be constructive, because these costs are 
shockingly high. I know you will agree nobody doing Govern- 
ment work should make 167 percent profit on cost. The Congress is 
constantly criticized because of the amount of money the farm pro- 
gram costs. At the same time, we run into this character of man- 
agement. 

And so I would hope that you would take back to the Secretary 
our thoughts in this matter, in an effort to streamline authority and 
responsibility in the Department, so we can get the facts; and so you 
will operate on a basis less costly to the taxpayer. 

We would also like to know your policies—I do not think we should 
wait 90 days—with respect to this new corn crop coming up. Mois- 
ture or no moisture, it is going to be here. I live in that part of the 
country. 

Also what do you plan to do from the standpoint of first filling 
Government-owned storage capacity before making additional com- 
mercial contracts? I think you said that Government-owned storage 
capacity is only 70 percent full. Is that correct ? 

Mr. Potxiock. That is about right. 

Senator Symineton. What we are interested in is lightening the 
burden to the farmer, which Secretary Benson told Senator Ellen- 
der’s committee a year ago this month was what he wanted to do, too. 
So I think we are both after the same end. 

We appreciate. your being a forthright witness. It has been a 
pleasure to see you. 
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Mr. Potiock. Thank you, sir. 
(Subcommittee note: On January 25, 1960, Mr. Pollock submitted 
the following supplemental material to the subcommittee :) 


U.S. DEPARTMENT OF AGRICULTURE, 
COMMODITY STABILIZATION SERVICE, 
Washington, D.C., January 25, 19060. 
Hon. SruartT SYMINGTON, 
Chairman, Special Agriculture Investigating Subcommittee, Committee on Agri- 
culture and Forestry, U.S. Senate. 

Dear SENATOR SYMINGTON: When I appeared before the Special Agriculture 
Investigating Subcommittee on January 13 and 14, 1960, and was questioned 
with regard to any possible interest I might have in the grain elevators at Wal- 
ford and Norway, Iowa, operated by my son, Gerald R. Pollock, I had to testify 
from memory without opportunity to refresh my recollection with regard to the 
details of the matter because I was not informed in advance of the nature of 
the inquiry. In a letter to Mr. Richard Schmidt, counsel of the subcommittee, 
dated January 14, 1960, I furnished certain information requested by the sub- 
committee in the closed hearing on January 13. 

Since giving the testimony, I have obtained from my bank safety deposit box 
the two notes which were given to me by Gerald R. Pollock in connection with 
sale to him of the Norway and Walford elevators. Photocopies of these notes 
are furnished herewith for the purpose of supplementing and correcting any de- 
tails of my oral testimony which may be at variance with the terms of the notes. 

While I have not had an opportunity to review the transcript of the oral 
testimony, I recall having indicated that I held notes totaling approximately 
$65,000 which were given in February of 1957 in payment for my two-thirds 
interest in the elevators at Norway and Walford, Iowa, which I sold to Gerald 
Rk. Pollock prior to entering Government service, Gerald having previously ac- 
quired an interest in the elevators in 1953. Upon examination of the documents, 
I find that the note given on February 23, 1957, for the purchase price of the 
two-thirds interest in the elevators amounted to $57,007.12, that such note had a 
due date of January 1, 1987, and that it provided for payment of $2,000 annually 
beginning January 1, 1958. No payments on the principal amount have been 
made. You will recall my testimony that my son has offered to make principal 
payments on the notes since 1957 but I declined the payments because of the 
high interest rate required to be paid by him on current borrowing at banks. 

The other note is dated August 1, 1953, was in the original amount of $19,- 
277.62, and provided for interest at the rate of 3 percent per annum. This note, 
according to my present recollection, was given by Gerald R. Pollock for the 
purchase from me in 1953 of a one-fourth interest in the elevators at Norway 
and Walford, Iowa, which were operated from that date until July 1, 1955, in 
the partnership name of Pollock and Christy, the partnership interests being 
Raymond J. Pollock, one-half; Gerald R. Pollock, one-fourth ; and J. M. Christy, 
one-fourth. 

On July 1, 1955, my son and I purchased Mr. Christy’s interest, and the part- 
nership continued as Poliock Elevators (two-thirds owned by me and one-third 
by my son) from that date until the partnership was completely terminated upon 
sale of my remaining two-thirds interest to my son. By mutual agreement, this 
sale was made effective as of January 1, 1957, in order to simplify tax returns. 

The reverse side of the note of August 1, 1953, shows seven payments on 
principal from July 24, 1954, through January 20, 1957, with a principal balance 
remaining due on the latter date of $8,500.60. The total of the balance of prin- 
cipal due on the 1953 note and the principal amount of the 1957 note is $65,- 
507.72, which represents the balance due on the purchase price of 100 percent 
ownership of the elevators. 

Interest payments were received and are credited on both notes for 1957 and 
1958. Early in January 1960 I received a check for the 1959 interest on both 
notes which has not yet been deposited or credited on the notes. 

In view of the implication in the hearings before the subcommittee that I may 
have violated Department regulations relating to conduct of employees and may 
have failed to comply with Department regulations in not making a written 
report on these notes to my superior in the Department when I entered Govern- 
ment service in 1957, the Office of Personnel of the Department of Agriculture 
has examined the facts in the light of the Department regulations. The Office 
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of Personnel has concluded that the Department regulations did not then require 
such a written report to be made and that my holding of these notes does not 
constitute a violation of Department regulations. Enclosed is a copy of the 
memorandum of January 22, 1960, on this subject from the Assistant Director 
of Personnel to the Assistant Secretary of Agriculture and of my affidavit which 
was attached. 

Since being employed by the Department, I have not transacted any business 
of the Government with the Pollock Elevators or my son. Nor do I have any 
interest in the ownership, operation, or profits of this elevator business. Com- 
modity Credit Corporation contracts with such elevators are made and adminis- 
tered by the Evanston (formerly Chicago), Ill., Commodity Office, which is not 
under my supervision or direction. 

Paragraph 2012 of title 8 of the Department regulations, from which counsel 
for the subcommittee read the second sentence requiring written notice in certain 
instances, applies only to employees engaged in regulatory and investigational 
work. The Grain Division of the Commodity Stabilization Service, of which I 
am Director, does not engage in regulatory or investigational work. 

The full text of paragraph 2012 is as follows: 

“2012. INTERESTED PERSONS Not To BE ASSIGNED TO REGULATORY OR INVESTI- 
GATIONAL WorkK.—No employee of the Department shall be assigned to investi- 
gate or to conduct any regulatory work directly affecting any corporation, com- 
pany, firm, association, or organization in which he has a financial or other 
interest. Any employee having a financial or other interest in any corporation, 
company, firm, or association directly affected by his work shall give written 
notice of such interest through his immediate superior to the head of his agency.” 

Secretary’s memorandum No. 14386, dated December 31, 1959, requires that em- 
ployees in certain categories, which include my position, submit written reports 
by February 1, 1960, on their pecuniary interests in business enterprises and 
private employment. I am including in my report snbmitted under this memo- 
randum the information with respect to the notes of Gerald R. Pollock and the 
transactions to which they relate. 

In view of the questions asked in the open hearing with respect to this matter, 
I believe that the record of such hearing should also show, as I testified in the 
executive session, that, before accepting the position in the Department of Agri- 
culture in March 1957, I gave an oral report on this matter to my prospective 
superiors in the Department, including Mr. Clarence Palmby, who was then 
Director of the Grain Division and is now Associate Administrator of the Com- 
modity Stabilization Service. Mr. Palmby and others to whom I reported this 
matter were satisfied with my explanation and did not request any written 
report. 

I wish to thank the chairman and other members of the subcommittee and 
the staff for their courtesy on the occasion of my appearance before the sub- 
committee. It is respectfully requested that a copy of this letter and the 
enclosures be made a part of the record of the open hearings to supplement my 
oral testimony. 

Sincerely yours, 


RAYMOND J. PoLLocK, 
Director, Grain Division. 


, JANUARY 22, 1960. 
To: Marvin L. McLain, Assistant Secretary. 


From: W. George Goold, Assistant Director for Security and Investigations. 
Subject: Raymond J. Pollock. 


Attached is a copy of an affidavit taken from Mr. Raymond J. Pollock, Di- 
rector, Grain Division, Commodity Stabilization Service, with respect to his 
former Ownership of grain elevators and his disposal of his interest therein 
prior to entering on duty in the Department. This affidavit was taken because 
of his disclosure before the Symington committee of the fact that he still holds 
notes given by his son representing payment by the son for all of his (Pollock’s) 
interest. Copies of the notes are attached to the statement. In view of Mr. 
Pollock’s disclaimer of any participation, ownership or interest in the operation 
of these elevators, and in the absence of evidence to the contrary, we are of the 
opinion that his holding these notes does not constitute a violation of Depart- 
ment regulations. Officials were on notice orally of Mr. Pollock’s holding of 
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these notes at the time of his appointment. We can find nothing in the regu- 
lations prior to issuance of Secretary’s memorandum 1436 that would have re- 
quired him to report it in writing to the Department. 

W. GEORGE GOOLD. 
CITY OF WASHINGTON, 
District of Columbia: 


Before us, Edward M. Loweree and John BE. Francis, investigators of the 
United States Department of Agriculture duly authorized to administer oaths, 
personally appeared Raymond J. Pollock, of 3506 Glenmore Drive, North Chevy 
Chase, County of Montgomery, State of Maryland, who deposes and says: 

Having been duly advised of my constitutional rights that I do not have to 
give testimony incriminating myself and having been warned that any statement 
made by me may be used against me, I voluntarily, of my own free will, with- 
out promise of immunity or any reward whatsoever, and without any threat or 
coercion having been made against me make the following statement. 

I am Director, Grain Division, Commodity Stabilization Service, U.S. Depart- 
ment of Agriculture, with headquarters at Washington, D.C. I received this 
appointment effective March 25, 1957. Prior to my appointment to my present 
position, I had two-thirds ownership in a partnership with my son, Gerald R. 
Pollock, who held the remaining one-third in two grain elevators, one located 
in Walford, Iowa, and the other one located at Norway, Iowa. I had purchased 
the first one in 1948 by myself and continued sole ownership until 1949 when I 
took into partnership Mr. J. M. Christy. He was with me from January 1, 1949, 
to July 1955. Christy and I jointly purchased the Norway elevator in 1953. He 
had a quarter interest in both. On August 1, 1953, my son Gerald R. Pollock, 
who had recently graduated from college, purchased one-fourth interest in both 
elevators from me. At that time, I took his note in the amount of $19,277.62 in 
full payment of his one-fourth interest. This meant that I then had one-half 
interest, my son one-fourth interest and Mr. Christy one-fourth interest in these 
elevators. Christy withdrew in 1955. At that time, I acquired his interest and 
sold to my son enough to make up a one-third interest in the two elevators for 
him. I retained the other two-thirds. 

The latter part of January 1957 I was approached by Mr. Clarence Palmby 
of this Department to ascertain whether I would be interested in accepting 
a position of Associate Director of Grain Division here in Washington. I told 
Mr. Palmby that I had made a commitment to the Directors of the Western 
Grain and Feed Association to become its Executive Secretary effective July 1, 
1957. This was a salaried position. I had previously served as President of 
the Association without compensation. I state this to show that I had intended 
to divest myself of responsibilities in the elevators prior to being offered 
my present position. Mr. Palmby suggested that I obtain a release from the 
Board of Directors. I did so and took this job. At that time I understood that I 
must divest myself completely of all ownership and interest in the elevators and 
was very careful to do so. I even consulted my attorney, Mr. William Dallas 
of Donelly, Lynch, Lynch, and Dallas of Cedar Rapids, Iowa, to make sure that 
I had done so. At that time I executed a deed to my son on the land and buildings 
at Norway and a Bill of Sale only at Walford as the elevator there was on leased 
ground. At that time I took back from my son a note dated February 23, 1957 in 
the amount of $57,007.12 representing payment in full for my two-thirds interest 
in both elevators. This was his personal note payable $2,000 annually beginning 
January 1, 1958, with interest at 314 percent. The transaction was made effective 
January 1, 1957 to make the tax situation less complicated, and my son paid me 
a salary for the interval between January 1, 1957 and the time I entered ou duty 
at the Department. This money was reported as income in my return for 1957. 
Except for this I have received no other income from the business, and have re- 
ceived interest only on these two notes since entering on duty. My son hud re- 
duced the principal of the first note, mentioned above, to about $8,500 prior to 
my entering on duty here. He has offered to make principal payments on the 
second note, but I knew he was borrowing money from banks for working capital 
on which he had to pay at least 6 pereent interest and since I did not need the 
principal payments, I informed him that it would not be necessary for him to 
make them as scheduled. 

My son continues to operate these elevators under the name of Pollock Eleva- 
tors. I have had no voice in the management and have not, in fact, even looked 
at the books of the business since I entered on duty here. 
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These elevators are small having capacity of about 20,000 bushels each. 
There is a flat storage building we built at Walford, also on leased land, and 
in 1956 we bought and rebuilt a building at Norway to make it suitable for grain 
storage also. The combined capacity of the elevators and buildings is about 
130,000 bushels. At the time of my appointment, 100,000 bushels of this capacity 
was utilized for storage of CCC grain and it is my understanding that about the 
same situation exists today. To the best of my knowledge this is about the same 
situation as prevails in other elevators in this area. Most of them are filled or 
nearly so. I have refrained from even talking to Mr. Joseph Nasprey, Director 
of the Commodity Office at Evanston, I1l., who has jurisdiction over the area in 
which these elevators are located. Mr. Nasprey is not responsible to me but 
reports to Mr. Andrew J. Mair, Deputy Administrator, CSS. I have never made 
the slightest effort to influence the award of CCC storage business nor would 
Iever do so. 

I have no agreement with my son as to repurchase of a share of the above 
business, should I leave the Government service, and at the present time have no 
intention of so doing. Copies of the notes referred to above are attached hereto. 


RAYMOND J. POLLOCK. 


Subscribed and sworn to before us this 21st day of January 1960, at Washing- 
ton, D.C. Epwarp M. LOWEREE. 
JOHN E. FRANCIS. 
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Senator Symineton. All of us express our deep appreciation to the 
Comptroller General, the Senuvdis Joseph Campbell, for the fine 
cooperation he has given us in getting these matters on the table. Our 
staff is very limited, as it properly should be. We would not have been 
able to do this work without Mr. Campbell’s support and practical 
assistance. 

We specifically express also our appreciation to Mr. Philip Charam, 
Mr. G. J. Wilker, Mr. John Martiny, and Mr. Meir Gabbay, who 
work for the Comptroller General. 

The committee is recessed, subject to the call of the Chair. 

(Thereupon, at 11:38 a.m., the subcommittee was recessed to the call 


of the Chair.) 
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INVESTIGATION OF GRAIN STORAGE OPERATIONS OF 
THE COMMODITY CREDIT CORPORATION 


FRIDAY, MARCH 11, 1960 
U.S. Senate, 


SpecriAL INVESTIGATING SUBCOMMITTEE 
OF THE COMMITTEE ON AGRICULTURE AND Forestry, 
Washington, D.C. 

The special subcommittee met, pursuant to recess and subsequent 
postponement, at 9:05 a.m., in room 457, Old Senate Office Building, 
Senator Stuart Symington (chairman of the subcommittee) 
presiding. 

Present: Senators Ellender, Symington, Proxmire, Young of 
North Dakota, and Cooper. 


Richard M. Schmidt, Jr., special counsel, and George M. Kopecky, 
professional staff member. 

Senator SymincTon. The committee will come to order. 

This is an open hearing of the Senate subcommittee of the Senate 
Agriculture Committee investigating the functioning of the Com- 
modity Credit Corporation and “other matters within its jurisdiction. 

I have just been given a statement from a wire, in particular 
stating : 


Agriculture Secretary Benson today attacked plans by Senate investigators 
to publicize the case of a former Agriculture Department official currently under 
investigation by the Justice Department. 

3enson identified the official as Earl C. Corey, former director of the Portland, 
Oreg, regional office of his Department’s Commodity Stabilization Service. 

The Agriculture Secretary said his Department learned today from Richard 
Schmidt, counsel for the special Senate investigating subcommittee headed 
by Senator Symington (Democrat, of Missouri), that Corey would be ealled to 
testify before a public subcommittee hearing at 9 a.m. tomorrow. 

Benson’s statement, telephoned to newsmen by his aides this evening, said 
the Justice Department had already told Symington that “it had the matter 
under investigation for possible criminal action and that the matter would be 
submitted to the next regular session of the grand jury in Portland.” 

A spokesman for the Agriculture Secretary said in response to questions that 
he understood the grand jury was scheduled to meet in Portland tomorrow. 

“I wish to express my sincere regret that Senator Symington’s subcommittee 
sees fit to make this matter public at a time when it could very well impede the 
orderly administration of justice,’ Benson’s statement added. 

Benson said Corey was regional director of the Portland regional CSS office 
from January 31, 1955, through January 22, 1960. He had served in the same 
post earlier from March 2, 1941, to September 10, 1946. 


Mr. Counsel, have you a copy of this statement of Mr. Benson from 
the Department of Agriculture? 
Mr. Scumipr. We have not received it. 
Senator Symrneron. Is there anybody here representing the De- 
partment of Agriculture? 
95 
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Mr. Gootp. Yes, sir. S 
Senator Symineron. Will you come up, please 4 fron 
Mr. Gootp. Yes, sir. I w: 
Senator Symineron. Will you give your name? nig] 
Mr. Gootp. My name is W. George Goold. ques 
Senator Symineron. And what is your position ? is ne 
Mr. Gootp. My position is Assistant Director of Personnel in Ir 
charge of security and investigations. sert 
Senator Symineron. Have you a copy of this statement with you? (1 


Mr. Gootp. No, sir. 
Senator Syminecron. Will you see that we have one as soon as we 


can, as long as it has been given to the press service and not the ert 
committee. U.S. | 
Mr. Goorin. Yes,sir. You bet I will. DE 
Senator Symrneron. Has anybody in the room a copy of this state- | Depa 
ment that they can help the committee with ? prose 
Mr. Goorp. I shall get you a copy of the statement right now. = 
upon 

Senator Symineron. Thank you. vestis 


The Special Agriculture Investigating Subcommittee commenced | comm 
hearings January “12, 1960, concerning the grain storage operations of | whicl 


the Commodity Credit C orporation. aa 
ane 
As was shown at our previous sessions, the amount of tax money be- I h: 


ing spent by the Commodity Credit Corporation, for storage of Gov- | to tes 
ernment grain, amounts to hundreds of millions of dollars each year. | impac 

In the course of this investigation into the operations and adminis- ie , 
tration of the programs of the U.S. Department of Agriculture, our Same 
committee staff has examined the various activities of the several might 
regional commodity offices, which offices are responsible for the opera- 
tion of this program in their respective areas. 

The Secretary of Agriculture yesterday indicated his displeasure 
at the holding of this hearing. I can well appreciate why the Secre- | | 5e! 
tary of Agric ‘ulture would not welcome an inv estigation of the opera- | Com] 
tion of his Department. However, our subcommittee recognizes that | Coope 
it is the duty of Congress to inform the public of any laxity in the | Senat 
administration of existing laws or to explore the need for further } publi 


legislative action to assure the ethical and efficient administration of Mr 
our laws. Mr 

All of our staff investigations have been made without any aid from Ser 
the Department of Agriculture or other branches of the executive Ar 
department. Despite the Secretary, we shall continue our investi- Mr 
pe of all aspects of the grain storage program and other matters Set 
which fall within the jurisdiction of this subcommittee. Mr 

During the course of our investigation, the subcommittee staff Ser 
learned that the Federal Bureau of Investigation was also investigat- Do 


ing the matter. We contacted the Federal Bure eau and informed them comm 
that the matter had been under subcommittee investigation for some | the tr 


time. Mr. 
We were told by the FBI that our inquiry should not in any way | Mr. 
be influenced by any course of action they might take. (D: 
I received a letter on March 5 from an Assistant Attorney General Sen 


of the United States stating that he had learned that we had sub- Wil 
penaed, or intended to subpena, Mr. Corey, until recently director of | Mr. 
the Portland office of the Commodity Stabilization Service. Sen 

great, 
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Such subpena had already been served upon Mr. Corey. This letter 
from an Assistant Attorney General did not mention a public hearing. 
I want to emphasize that because it was my understanding that last 
night Mr. Benson or one of his assistants stated that we had been re- 
quested by the Department of Justice not to hold these hearings. That 
is not correct. 

In that connection, I ask unanimous consent of the committee to in- 
sert the letter from the Department of Justice at this point. 

(The letter referred to follows :) 

DEPARTMENT OF JUSTICE, 
Washington, March 4, 1960. 
Hon. STuArRT SYMINGTON, 
Chairman, Special Agriculture Investigating Subcommittee, 
U.S. Senate, Washington, D.C. 

DEAR SENATOR SYMINGTON: On January 18, 1960, the General Counsel of the 
Department of Agriculture forwarded to this Division for consideration as to 
prosecution certain facts concerning Earl C. Corey of the Portland, Oreg., office 
of the Commodity Stabilization Service. The Criminal Division, immediately 
upon examination of the facts submitted, requested the Federal Bureau of In- 
vestigation to conduct certain additional investigation required to establish the 
commission of a criminal offense. This investigation which began at once and 
which is still continuing has produced evidence sufficient to warrant the presenta- 
tion of facts to a grand jury and the U.S. attorney has been authorized to institute 
grand jury proceedings in this matter. 

I have learned that you have subpenaed or intend soon to subpena Mr. Corey 
to testify before your subcommittee. Since I know you are fully aware of the 
impact of such testimony upon any criminal prosecution in which Mr. Corey 
may be a defendant, I thought it important to bring to your attention the fact 
that grand jury proceedings are about to begin in the matter referred by the 
Department of Agriculture. I know you would not wish to take any steps which 
might jeopardize Federal criminal proceedings. 

Sincerely, 
Matcoumm R. WILKEY, 
Assistant Attorney General. 

Senator Symineron. I want to take this opportunity to thank the 
Comptroller General of the United States and his staff for the fine 
cooperation and assistance they have given this committee. As the 
Senators and the people know, they are performing an outstanding 
public service. 

Mr. Counsel, who is your first witness ? 

Mr. Scumipr. Mr. Earl Corey. 

Senator Symineron. Mr. Corey, will you step forward, please? 

Are _ represented by counsel / 

Mr. Corey. I am. 

Senator Symineron. Would you like him to sit with you? 

Mr. Corry. Yes, please. 

Senator Symincron. Mr. Corey, will you stand and be sworn. 

Do you swear that the testimony you will give in this Senate sub- 
committee of the Senate Agric ulture and Forestry Committee will be 
the truth, the whole truth, and nothing but the truth, so help you God? 

Mr. Corry. Yes, sir. 

Mr. Corpon. Off the record. 

( Discussion off the record.) 

Senator Symincron. Back on the record. 

Will you identify your counsel, Mr. Corey 2 

Mr. Corry. Mr. Guy Cordon, former Senator. 

Senator Symineron. Mr. Guy Cordon, former Senator from the 
great State of Oregon. 
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TESTIMONY OF EARL C. COREY, PORTLAND, OREG., ACCOMPANIED 
BY GUY CORDON, COUNSEL 


Senator Symineron. Senator Cordon, we welcome you here. It 
is always a privilege to see you. And it is an honor to have you with 
us again this morning. 

Mr. Corvon. Thank you, Mr. Chairman. 

Senator Symrveron. May I respectfully state that the rules of the 
committee are that the witness can consult with his lawyer at his con- 
venience. 

As I understand it, Mr. Corey, you have a prepared statement, is 
that correct ¢ 

Mr. Corry. Yes. 

Senator Symrneton. Would you like to read the statement ? 

Mr. Corey. I would. 

Senator Symrneron. Have you any copies of the statement? 

It is the rule of this committee that any prepared statement should 
be given the committee 24 hours before the hearing, but we will waive 
that in this case. 

Will you proceed, Mr. Corey. 

Mr. Corry. My name is Earl C. Corey. I reside at 3480 Southwest 
Talbot Road, Portland, Oreg. I have been associated with some phase 
of the grain and milling industry since July 1930 when I became con- 
nected with the Farmers National Grain Corp. as traffic manager, at 
Ogden, Utah. The grain corporation was liquidated in 1938 and in 
July or August 1938 I went to Minneapolis as Chief of the Grain 
Branch in the Federal C rop Insurance Corporation. In the early 
part of 1939 I transferred to the Reconstruction Finance Corporation 
in Minneapolis to assist in the takeover of the 1938 wheat that came 
to the Government under the loan program. In the spring of 1940, 
I was transferred to the Portland, Oreg., RFC office as special rep- 
resentative. 

Later, in 1940 or 1941, the Commodity Credit Corporation was 
transferred to the Department of Agriculture and, as I recall it, the 
administrative agency was called the Production and Marketing 
Administration. I was appointed manager of the Portland office of 
PMA under the supervision of the Chief of the Grain Branch in 
Washington, D.C. I remained in that job under various titles and 
grades until 1946. During that time I worked under three different 
Secretaries of Agriculture—Mr. Wallace, Mr. Wickard, and Mr. 
Anderson. 

Senator Symrneron. Let the Chair interrupt to say that the state- 
ment given to the press yesterday by Benson has now been received by 
the subcommittee and is available to members of the subcommittee. 

Will you proceed. 

Mr. Corry. I remained with the Department until July or August 
1946, when I became manager of the North Pacific Millers’ Associa- 
tion, which consisted of the principal flour mills in Washington, 
Oregon, Utah, Idaho, and California. My work was chiefly public 
relations and statistical. In 1947, I organized Earl Corey, Inc., a 
statistical and public relations organization, which furnished such 
services to the individual members of the association. The corpora- 
tion continued to perform such services until the summer of 1952, al- 
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though during the greater part of 1951 I was in Washington, D.C., 
as Chief of the Grain Branch in the Office of Price Stabilization 
under Mr. DiSalle, presently Governor of Ohio. In the late fall of 
1951, I returned to Portland, Oreg., to manage Earl Corey, Inc., 
which, during my absence, was managed by Mr. ‘William Theda. 

In the summer of 1952 I joined the Kerr-Gifford Grain Co. In 
July 1954 I went to work for the Foreign Agriculture Service of the 
U.S. Department of Agriculture. In January 1955 I was appointed 
Director for the Commodity Stabilization Service at Portland, Oreg., 
and remained in that position until January 22, 1960. 

In the early part of 1956, I received a telephone call from Mr. Roy 
Gould, of the Diamond Lumber Co., who told me he had a new build- 
ing that he would like to rent to the Government or a private opera- 
tor because he did not understand the storage business. I told him 
that CCC did not operate any elevators but if I heard of someone in- 
terested I would tell him about it. Some time later I discussed the 
availability of the warehouse with Mr. Richards, manager of North 
Pacific Grain Growers. He discussed the matter with Mr. L. M. 
Smith, a longtime operator in the grain business. Mr. Richards told 
me Mr. Smith was interested so I called Mr. Gould and recited that a 
Mr. Smith might be interested and, at Mr. Gould’s suggestion, he in- 
vited Smith and me to have lunch with him, which we did. At the 
lunch there was no discussion of lease rentals or a Uniform Grain Stor- 
age Agreement contract. I left and returned to the office and Mr. 
Smith and Mr. Gould remained. Some days later Mr. Smith and 
Mr. Richards and I met for lunch and they suggested the three of us 
form a business to operate the facility. At that time I made it clear 
that I would have nothing to do with the management in any manner 
and that my interest would be solely as an investor. 

Mr. Smith discussed the new venture with his attorney, at which time 
he disclosed who the partners were and the occupation of each. The 
original partnership papers were drawn up. At this point I made 
specific inquiry whether I was in violation of any law if I participated 
as an investor. Mr. Smith assured me that he had discussed the mat- 
ter with his attorney and was informed the venture was legal. It was 
Mr. Smith’s opinion that the venture would require a capital of $90,000 
divided equally. I told both parties that I would have to liquidate my 
series E-bonds and stocks that I owned. At that point Mr. Smith 
volunteered to accept my personal note. The note was paid off out of 
profits of the venture. In late May 1959 we—correction right here. 
[ want this “we” to reflect that it was the Commodity Stabilization 
Oitice—received a notice from Washington, D.C. enclosing a copy of 
the Code of Ethics as formulated by ‘the 85th C ongress. This was 
duplicated in the Portland office under date of June 1, 1959. I felt the 
language of the seventh item might appear to cover my investment in 
Three State Warehouse Co. Accordingly, on June 9, 1959, I severed 
my investment in the company. 

Senator SyMInNGTon. Does that complete your statement ? 

Mr. Corry. It does, Mr. Chairman. 

Senator SymMineron. Mr. Counsel, will you proceed ? 

Mr. Scumwr. Mr. Corey, as Director of the regional office of the 
Commodity Stabilization Service, your office was responsible in seven 
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Western States, was it not, for the procurement, fiscal, transportation, 
and storage activities of the Commodity Stabilization Service? 

Mr. Corey. It is. 

Mr. Scumipt. Mr. Corey, your office handles the grain storage mat- 
ters concerning the U niform Grain Storage Agreements in those 
States / 

Mr. Corry. It does. 

Mr. Scumipr. I would like to read to you, Mr. Corey, an excerpt 
from an organizational chart dated November 23, 1956, recommended 
by you to the U.S. Department of Agriculture and approved by them 
relative to the storage management duties of the Portland office. 
Provides contract information and receives applications for storage contracts 
within the area. Orders examination of facilities, commodities stored therein, 
and investigations of warehousemen. Reviews applications, examination re 
ports and subsequent examination reports, commercial credit reports, and other 
pertinent data to determine whether warehouses and facilities conform to pre- 
scribed standards. Determines initial and makes subsequent reevaluation of 
performance bond requirements. Directs storage contract and agreement nego- 
tiations. Approves, suspends, or terminates storage contracts and agreements. 
















Is that correct? You are familiar with that, are you not, sir? 

Mr. Corry. If I recommended it, if I signed it. 

Mr. Scumipr. Now, on your interest in the partnership that you 
have described, this was under the name of Three State Warehouse 
Co., isn’t that correct ? 

Mr. Corry. L. M. Smith, doing business as Three State Warehouse 
Co. 

Mr. Scumipr. At all times it was L.M. Smith, doing business as 
Three State Warehouse Co. ? 

Mr. Corey. AsI recall it. 

Mr. Scumipr. Mr. Corey, I am going to ask that you be handed a 
copy of what we will call exhibit 2, exhibit 1 being the organizational 

chart which we have asked to be included in the record. 

(The document referred to will be found in the appendix on p. 396.) 

Mr. Scumipr. This is a general partnership agreement. It recites 
that L. M. Smith, Waterville, Wash., is doing business in Portland 
under the designation “Three State Warehouse Co.,” whereas W. A. 
Richards of Portland, Oreg., and Earl C. Corey, are desirous of join- 
ing the operation of said company as general partners. 

Therefore, you did form a partnership known as Three State Ware- 
house Co. 

Calling your attention to page 3, is that your signature thereon, 
Earl C. Corey ? 

Mr. Corry. Yes, that is my signature. 

Mr. Scuamr. Then this was all three of you actually operating in 
a partnership known as Three State Warehouse Co.; isn’t that true, 
sir? 

Mr. Corry. Yes. I will have to say that. Yes. That is right.. As 
I mentioned, my recollection was it was L. M. Smith doing business 
as Three State, but this is the—so my testimony will be corrected to 
show this. 

Mr. Scumipr. This partnership agreement is dated August 1, 1956, 
but you had actually been operating as a partnership from April of 
1956, had you not, sir? 

Mr. Corry. Would you repeat that, Mr. Counsel ? 
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Mr. Scumupr. I say this partnership agreement is dated August 1, 
1956, but you actually had been operating this partnership since April 
of 1956; isn’t that true? 

Mr. Corry. That is right. 

(The document referred to will be found in the appendix on p. 397.) 

Mr. Scumipr. And what was the occupation of Mr. L. M. Smith 
at the time you three entered this partnership ? 

Mr. Corry. He was manager of the Waterville Union Grain Co. at 
Waterville, Wash. 

Mr. Scumipr. What was the occupation of the other partner, Mr. 
W. A. Richards? 

Mr. Corry. He was manager of the North Pacific Grain Growers 
in Portland, Oreg. 

Mr. Scumipr. Did both the Waterville Union Grain Co.’s and the 
North Pacific Grain Growers’ warehouses have gJ/niform Grain Stor- 
age Agreements with the government / 

Mr. Corry. Yes; they did. 

Mr. Scumur. And your interest in this partnership as well as Mr. 
Richards’ interest was concealed; is that correct, sir? 

Mr. Corry. It was. 

Senator Symineron. I didn’t hear your answer. 

Mr. Corry. It was. 

Mr. Scumipr. And you formed this partnership for the purpose of 
going into the grain storage business, is that correct ¢ 

Mr. Corry. Yes, sir. 

Mr. Scumipr. And did this partnership, of Three State Ware- 
house Co., make application to the Portland office of the Commodity 
Stabilization Service for a contract to store Government grain ? 

Mr. Corry. It did. 

Mr. Scumipr. And did you know how this application was made, 
under what name / 

Mr. Corry. I do not. 

Mr. Scumipr. I will ask that the witness be handed what we have 
marked “Exhibit 3.” 

(The documents referred to will be found in the appendix at p. 399.) 

Mr. Corey, this is a uniform grain storage agreement dated April 
26, 1956, USDA contract No. 92- -4-COC -288, accompanied by a letter 
dated May 10, 1956, addressed to the Three State Warehouse Co., 
Portland, Oreg. The application recites that the applicant is L. M. 
Smith doing business as Three State Warehouse Co. The letter of 
May 10, 1956, recites: 

Your facility at Milwaukie, Oreg., State No. 373, Building No. 2, has been 
approved under uniform grain storage agreement No. 92-4-CCC-—288 as of May 
9, 1956. 

We are enclosing an executed copy of this agreement and of schedule of rates 
for your files. 

We are also enclosing a copy of “Handbook for Warehousemen Operating 
Under Uniform Grain Storage Agreement” for your information. 

Very truly yours, 
Earu C. Corey, Director. 
By HENRY W. CourRTNEY. 

In other words, Mr. Corey, you in effect approved your own busi- 
ness in behalf of the Government, did you not ? 

Mr. Corry. At this time I would like to explain to the committee 
that this storage management division who approves and inspects 
warehouses 
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Senator Symincron. That this what? 

Mr. Corry. This Storage Management Division that approves and 
inspect warehouses is a separate division in the office and this appli- 

cation came in in routine fashion and I never saw any part of it. 

Senator Symincron. Excuse me. You are not saying that you 
didn’t know that there was going to be an approval of a contract by 
your office, are you, to the company that you had formed ? 

Mr. Corry. I would have to say that, yes. But the details I did 
not handle. 

Mr. Scumipt. Mr. Corey, there was a new Uniform Grain Storage 
Agreement on behalf of the Government and all grain storers in July 
of 1956, was there not? Didn’t the Government draft a new Uniform 
Grain Storage Agreement that became effective in July of 1956, for all 
warehouses throughout the country ¢ 

Mr. Corey. I think that was the date when the new agreement— 
it is renegotiated occasionally and as I recollect, that is right. 

Mr. Scumipr. And at that time new agreements were entered into 
by these various companies contracting to store e grain for the Govern- 
ment. 

Mr. Corry. Yes. 

Mr. Scumipr. I hand you what has been marked “Exhibit 4” 
which is an application for approval of warehouse, and it is directed 
to Earl C. Corey, director of the Portland office, 1218 South Wash- 
ington Street, Portland, the Commodity Stabilization Service Office, 
from Three State Warehouse Co., and it is signed L. M. Smith, doing 
business as Three State Warehouse Co. That also you were aware 
had been filed, were you not ? 

(The document referred to may be found in the files of the sub- 
committee. ) 

Mr. Corry. It would come in the ordinary course of business and 
IT might add, Mr. Chairman, that all mail to these offices is directed 
to the Director and it is rare that he sees very much of it. 

Mr. Scumipt. Mr. Corey, you do not care to lead this committee 
to believe that you weren’t aware that this company was applying 
for a Uniform Grain Storage Agreement with the Government, were 
you? 

Mr. Corry. No. Iam not saying that. 

Mr. Scumipr. And you did not want your name to appear as a 
partner in Three State Warehouse on this application, isn’t that true, 
sir? 

Mr. Corry. I was only an investor. 

Mr. Scumipr. We have already taken up the partnership agree- 
ment. But you did not want your name to appear as a partner in 
this application to the Government, isn’t that right ? 

Mr. Corry. Right. 

Mr. Scumipr. But you were aware that the company was making 
application for a contract to store Government grain ? 

Mr. Corey. I was aware they would. 

Mr. Scumipr. And it was your responsibility as the Director of 
the Portland office to see to it that this was processed and examined 
and approved, isn’t that true? 

Mr. Corry. It would be handled in routine fashion as all other 
applications. 
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Mr. Scumipr. Now how much money did Three State Warehouse 
Co. receive from the storage of Government grain ? 

Mr. Corry. I have never had anything to do with the books. I 
do not know. 

Mr. Scumipr. Mr. Corey, the committee has been furnished with 
information from the company showing that for the period from 
April 1956 to January 22, 1960, Three State Warehouse Co., re- 
celved $1,013,616.87 from the U.S. Government for the storage of 
Government grain. Do you have any reason to dispute that figure! 

Mr. Corry. You undoubtedly got the figures from the books of the 
company, so I have nothing—no alternative but to accept them. 

Mr. Scuampr. Do you know what the storage capacity of Three 
State Warehouse was? 

Mr. Corey. I am guessing at something in the neighborhood of 
2 million bushels. 

Mr. Scumipr. I believe the approved capacity on this shows 
2,250,000, and it currently has 2,195,000 bushels of Government grain 
in storage. 

How much money did you receive from Three State Warehouse Co., 
as your share of the profits ? 

Mr. Corry. Mr. Chairman, may I ask my counsel a question? 

Senator Symrneron. Sure. 

Mr. Corey. That matter was discussed in the hearing the other day 
and your figures indicated that it was in the neighborhood of $83,000 
before taxes, and if that is what the records show, that is what I will 
accept. 

Mr. Scumipr. The record shows, Mr. Corey, that the Three State 
Warehouse Co., from August 1, 1956, through the fiscal year ending 
April 30, 1959, made a net profit of $249,750.20. All of this amount 
except $4,800 came from the Government for grain storage and 
handling payments. And the figures show on the books of the com- 
pany as confirmed by you the other day, that your profit out of the 
company was $83,250.06 for the period of time from April of 1956 
through June of 1959. 






THREE STATE WAREHOUSE Co., OREG. 





PORTLAND, 


Revenues received from CCC under the Uniform Grain Storage Agreement, April 
1956 to January 1960 (firm’s fiscal year ends Apr. 30) 









Revenue received for— 


Period —____,—— oe Total 
Storage Handling 
BT FE AE Bs ins iiig dda nsctpuanecdinenieaenape $182, 636. 15 $26, 160. 61 $208, 796. 76 
Beet Bs Se Oe  , BON odo cckbeekeadiscsétedsccbases 263, 349. 81 2, 152. 42 | 265, 502. 23 
Ee 6. EO ee Oe BR in phn dhdnteitinacknbaedemwateqdien al 282, 551. 71 13, 228. 96 295, 780. 67 
ete DBs OO COs FE BGO inn onesie ewan sein seuswddenuhsos 233, 454. 98 10, 082. 23 | 243, 537. 21 





OU: Gxicaiduceen Shake Suse GOGaeaniERaeaane --| 961,992.65 51, 624, 22 & 013, 616. 87 







Note.—Company organized and began operations in April 1956. 
Last revenue received in January 1960, per company records. 
Above reflects all of company’s income except for small amounts received from other sources such as sale ¢ 
assets ($750) and storage and handling of private grain ($4,134.45.) 


—_ 


Source: Company records maintained in company attorney's offices. 
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Summary of revenue and expenses, Aug. 1, 1956, to Apr. 30, 1959 





| Aug. 1, 1956, | Fiscal year ending— | 
| to Apr. 30, 
1957 


Total 


| Apr. 30, 1958 | Apr. 30, 1959 


$f 











Revenue: | F 
Sa cht ssn ns sc i ood et tc Lerenekk $182, 636.15 $263, 349. 81 $285, 186.16 $731, 172.12 
Handling - -.....- spina atheists bcc Reta bie ela | 26, 160. 61 2, 152. 42 14, 728. 96 43,041.99 
SE toca to swehn si cs ninknwemdeenanene cimeee 970.00 |---- eae 970.00 
OU UUOROD sina cnicisens 208, 796. 76 266, 47 299,915.12 | 775,184.11 


sees 
DURE ne edeidnaddbhdcnwtonccenens ce 234, 552. 91 150, ‘ 140, 612. 46 | 525, 433. 91 
| — SS ———— \—_ 





249, 750. 20 


Pies wrote OF Gos). oon. ccs ccc ce “1 (25, 756. 15) 116, 203. 69 159, 302. 66 


Mr. Scumipr. Now, Mr. Corey, when this was organized, what was 
your investment, the amount of your investment here? You say $380,- 
000 advanced by Mr. Smith, as I recall your statement. 

Mr. Corry. That is right. 

Mr. Scumipr. And this $30,000 of Mr. Smith advanced in your be- 
half was paid back to him out of the profits of the company; is that 
correct ¢ 

Mr. Corry. It was paid out of the $85,000. 

Senator Symineron. Will the counsel yield ? 

Did you ever put any money, making any financial investment in 
this partnership / 

Mr. Corey. No. Only my security that Mr. Smith knew I had and 
accepted my note. 

Senator Syminetron. Did you put the securities up as collateral 
when you made your note / 

Mr. Corry. Physically, no. But he was aware that I had them. 

Senator Symineron. Thank you. 

Mr. Scumipr. Did you pay interest on this note, Mr. Corey ? 

Mr. Corry. No. 

Mr. Scumipr. Mr. Corey, your profit participation is represented 
by various canceled checks which this committee has in its possession, 
photost atic copies of them, and we will ask that you be furnished with 
copies of these checks. 

Mr. Corry. Mr. Chairman, may I ask the counsel how much that 
total figure was, that $83,000? What it was? 

Mr. Scumipr. $83,250.06. 

Mr. Corry. I identified these checks the other day, Mr. Chairman, 
and 

Mr. Scumipt. These are the same ones. We would like to have you 
look at them and make sure they are all the same ones. 

Mr. Corry. These are all the same. 

Mr. Scumipr. All right. Mr. Corey, I will read these off to you. 
The first one is April 17, 1959, check No. 14, in the amount of $150.82. 

Mr. Corey. May I get the dates, please ? 

Mr. Scumipr. Yes. April 17, 1959. 

Mr. Corry. How much ? 
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Mr. Scumipr. $150.82. The next one is the same date, made out to 
Robert C. Corey in the sum of $5,000. Who is Robert C. Corey ? 

Mr. Corry. My son. 

Mr. Scumupr. The books of the company show that this $5,000 was 
charged to your drawing account; is that right ? 

Mr. Corey. If that is what the books show, that is what it is. 

Mr. Scumipt. All right. The next check is dated April 17, 1959, 
drawn to the New York Life Insurance Co., and it is in the amount of 
$2,372.19. That was also drawn and made payable to New York Life 
at your request, is that right, sir? 

(Mr. Corey nods.) 

Mr. Scumipt. The next one is a check dated April 10, 1959, made 
payable to Earl C. Corey in the amount of $3,409.69. 

Mr. Corry. May I see that one? That is right, and it is endorsed 
to the Oregon State Tax Commission. 

Mr. Scumipr. Yes, sir. The next one is a check dated April 10, 
1959, in the amount of $20.567.30 made payable to Earl C. Corey and 
endorsed on the back, “Pay to the Director of Internal Revenue, Earl 
C. Corey.” 

Was that drawn at your request and paid to the Internal Revenue 
Service? 

Mr. Corry. That is right. 

Mr. Scumipt. The next one is a check dated June 29, 1959, 

Mr. Corry. June 29? 

Mr. Scumipr. Yes, sir. In the amount of $30,000 made payable to 
Earl C. Corey, endorsed Earl C. Corey. That was drawn at your 
request and that was at the time you terminated your interest in this 
company, is that right, sir? 

Mr. Corry. That is correct. The reason I suppose that the date is 
June 29 is for the reason that it took from June 9 to June 29 to get the 
records through the books and to get—I would like to add here, 
Mr. Chairman, that my termination of my interest in the company was 
as of the end of the fiscal year, April 30, 1959, and so these amounts 
that the counsel previously mentioned as having been. received by the 
Three State Warehouse Co., I had no interest in them from March 31, 
1959. 

Mr. Scumipr. April 30, 1959, don’t you mean? The fiscal year 
ended April 30, 1959 ? 

Mr. Corry. The reason I say March 31, Mr. Chairman, is that the 
payments come on quarterly basis and any payments that were received 
after March 31 were not involved in the statement. 

Mr. Scumipt. The records of the company do not show that, Mr. 
Corey. 

Another check dated here June 12, 1959, in the amount of $18,250.07, 
made payable to Earl C. Corey. Is that correct, sir? 

Mr. Corry. Right. 

(The documents referred to follow :) 
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Mr. Scumipr. Now, Mr. Corey, at the time you approached Mr. 
Richards about the possibility of this Diamond Lumber Co. warehouse 
being available for lease, did you approach him as a possible tenant or 
as a possible partner to go into the grain storage business ? 

Mr. Corey. Asa possible tenant. 

Mr. Scumipt. And you had been previously contacted by Mr. 
Gould? 

Mr. Corey. That is right. 

Mr. Scumipr. Now, did you receive a check dated November 6, 1956, 
in the sum of $3,295 from Diamond Lumber Co. ? 

Mr. Corey. I can’t say about the date, Mr. Chairman, but there was 
a check mailed to me which I never cashed. 

Mr. Scumipr. Do you still have that check ? 

Mr. Corry. No. Well, I guess maybe it is around some place. I 
packed the thing around for a number of months not knowing just 
exactly what to do with it, about wore it out, and then I put it away 
where I would know where it is and the thing is—well, I just can’t find 
it here at the moment, and I don’t know where it is. 

Mr. Scumoipr. Isn’t this a 5 percent arrangement under the first 
year’s lease rental of $65,900 and was made to you as a finder’s fee for 
getting a tenant for this company ? 

Mr. Corry. Well, the statement here shows that it is a 5 percent 
finder’s fee. Howev er, there was no request on my part and there was 
no understanding that I would receive anything. 

Mr. Scumipr. We would like to put into the record this statement 
or ledger sheet from the books of the Diamond Lumber Co., Portland 
branch, 323 Pittock Block, Portland 5, Oreg., voucher No. 9243, check 
No. 9360, 11-6-56, to Earl Corey, Inc., 1717 Southwest P ark Avenue, 
Portl: and, Oreg. 

“Gentlemen: The enclosed check is in settlement of items shown 
below. If correct, no acknowledgment is desired.” 

The description 3 is 5 percent of first year’s rent from L. M. Smith, 
$65,900 at 5 percent. That amounts to $3,295. 

(The document referred to follows :) 
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Mr. Scumipr. Now, you say you had no discussion with Mr. Gould 
about getting this check from him as a finder’s fee. 

Mr. Corey. He may have said to me that he would at the time this 
thing came up in the first instance—he may have said to me that you 
find me a tenant and I will do the right thing by you, or something to 
that effect. There was no agreement as to any amount or any positive 
decision on it, and I made no request for any funds. 

Mr. Scumwr. Now, this check is made out to Earl Corey, Inc. How 
did Mr. Gould become aware of this company of yours, this private 
company of yours, Earl Corey, Inc. ? 

Mr. Corry. Undoubtedly I told him. If you decide to do something 
about it, why, make the check to Earl Corey, Inc. 

Mr. Scumipr. I see. If he was going to pay you this 5 percent, 
make it payable to Earl Corey, Inc. 

Mr. Corey. That is right. 

Senator Symineron. Will counsel yield ? 

If you were getting a cut of 5 percent on this lease in order to put 
this grain into a warehouse of which you were one-third a partner, 
wouldn't you feel obligated to split th: at cut with your other partners ? 

Mr. Corey. Mr. Chairman, the matter didn’t occur to me that way 
The check came to me and, as I say, I didn’t request it, and so I packed 
the thing around and never disclosed the receipt of it to either one of 
my partners , and 

‘Senator Symrneron. Well, you said you didn’t cash it and you did 
not send it back, and I was just wondering if one of the reasons was 
that you felt that you ought to disclose it or send it back, and you have 
answered the question. Thank you very much. 

Mr. Scumipr. Neither of your partners knew about this check; is 
that right, sir? 

Mr. Corry. That is right. 

Mr. Scumipr. At the time you and Mr. Richards and Mr. Smith 
entered into this partnership, receiving a Uniform Grain Storage 
Agreement from the Government, what were storage conditions, ware- 
housing conditions in the Portland area as to availability of space ? 

Mr. Corey. The situation in the last few years has been very tight 
in all areas, including the Pacific Northwest. 

Mr. Scummr. So you knew that if you had the lease on this, 
would be an easy matter to fill it with Government grain; is that right, 
sir? 

Mr. Corry. No. I didn’t know it for the reason, Mr. Chairman, 
that you never can tell what the Department may do in the way of 
sales, and we never know from one season to the next what the storage 
requirements may be. 

Mr. Scumipr. People were looking for storage space in the west 
coast area at this time, were they not, Mr. Corey ? 

Mr. Corry. Well, this is a long ways back, Mr. Chairman, and my 
memory doesn’t serve me too well on it, but I would suspect that they 
were. 

Mr. Scumipt. Now, Mr. Corey, at the time that you were Director 
of the Commodity Stabilization Service office in Portland, did you 
own stock in the California Malting Co. of Los Angeles? 

Mr. Corry. Yes, sir. 

Mr. Scumipr. How was this stock acquired ? 





tif 
M 
st 


4, 


th 
co 


H 


O} 


Ww. 
th 
ni 
fis 
fr 


m 





*wmy,* oF 


ul 


INVESTIGATION OF GRAIN STORAGE OPERATIONS 117 


Mr. Corey. I purchased it with my own money. 

Mr. Scumipr. And we have two certificates here, two stock cer- 
tificates, one for 200 shares and one for 103 shares in the California 
Malting Co. The one for 200 shares is dated May 12, 1955, and the 
stock certificate is to Mrs. Earl C. Corey. The one dated September 
4, 1956, is to Lottie S. Corey in the California Malting Co. 

How did you purchase the stock? Who did you contact relative to 
the purchase of this stock? 

(The documents referred to will be found in the files of the sub- 
committee. ) 

Mr. Corry. I bought the stock through Mr. Harvey Dick and Mr. 
Henry Collins. 

Mr. Scumipr. And who is Mr. Harvey Dick? 

Mr. Corry. He is an investment man in Portland, Oreg. 

Mr. Scumupr. Is he president of the California Malting Co. ? 

Mr. Corey. And president of the California Malting Co. 

Mr. Scumipt. Who was Mr. Henry Ww . Collins? 

Mr. Corey. He is the vice president in charge of the west coast 
operation for Archer-Daniels-Midland Co. 

Mr. Scumipr. Archer-Daniels-Midland Co. is a grain dealer, right ? 

Mr. Corey. That is right. 

Mr. Scumir. Now, this company, according to the records of the 
California Malting Co., had 24 stockholders, is that right, Mr. Corey ? 

Mr. Corry. I don’t know. 

Mr. Scumipr. It was an unlisted stock, was it not, sir? 

Mr. Corry. Yes. 

Mr. Scumipr. A closely held corporation, most of the stock of 
which was owned by officers, executives, and relatives of officials of 
the Archer-Daniels-Midland Co. Archer-Daniels-Midland has fur- 
nished this committee, Mr. Chairman, with information showing the 
fiscal year ending June 30, 1959, it received $6,824,427.39 in payment 
from the U.S. Government on a Uniform Grain Storage Agreement. 

Mr. Corry. May I interrupt, Mr. Chairman? What was that state- 
ment you said there? 

Mr. Scumipr. They, Archer-Daniels-Midland, have furnished this 
committee with information showing in their fiscal year ending June 
30, 1959—this is the fiscal year of the Archer-Daniels-Midland Co., 
Mr. Corey—they received $6,824,427.39 in payments from the Gov- 
ernment under the Uniform Grain Storage Agreement. This is the 
national picture of Archer-Daniels-Midland. 

Mr. Corry. I have no knowledge of that, the accuracy of it. 
And 

Mr. Scumipr. And, Mr. Chairman, we further have from the U.S 
Department of Agriculture a copy of the most recent list prepared 
by them of recipients of storage payments in excess of $500,000 made 
in calendar year 1959 for companies operating under the Uniform 
Grain Storage Agreement. We would like to include it in the record 
for our study of the grain storage problem. It shows Archer- 
Daniels-Midland is the fifth largest recipient of the grain storage 
payments. 

Senator Symrineron. Without objection. 

(The document referred to will be found in the appendix at 
p. 402.) 
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Mr. Corpon. Off the record. 

Senator Symineron. Off the record. 

( Discussion off the record. ) 

Senator Symrneron. Back on the record. 

Mr. Scumipr. How much did you pay for this stock, Mr. Corey? 

Mr. Corry. $10 a share. 

Mr. Scumipr. Do you know what the value of it was at the time 
of the purchase? 

Mr. Corry. Pretty close to the $10 figure. I have no positive 
knowledge what it was. 

Mr. Scumipr. If the books of the company show it to be $13 a 
share, would you think that was approximately correct ? 

Mr. Corey. I would say that would be approximately correct. 

Mr, Scumipr. Now, do you know what the book value of the com- 
pany was in September of 1956 when you purchased stock ¢ 

Mr. Corry. No. 

Mr. Scumipr. Purchased the last 103 shares. 

Again if the books of the company showed that this could be ap- 
proximately $26 a share, would you say this is correct ? 

Mr. Corey. I can’t testify to that, Mr. Chairman. I have no ac- 
cess to the records of the company. I don’t know. 

Mr. Scumipr. Now, you still own stock as a result of this pur- 
chase, is that correct, sir ? 

Mr. Corry. As of today the California Malting Co. does not 
exist. 

Mr. Scumipr. It was merged, was it, into the Great Western Malt- 
ing Co. of Los Angeles. 

Mr. Corey. That is right. No. Great Western Malting Co., Van- 
couver, Wash. 

Mr. Scumipr. When was that merger effective, Mr. Corey? 

Mr. Corry. Recently, and I can’t give you the exact day. 

Mr. Scumupr. February 1, 1960, would be approximately correct? 

Mr. Corry. | would think if you have the date, 1 would accept 
that as approximately right. 

Mr. Scumipr. Do you know what the value of the stock was at the 
time of the merger ? 

Mr. Corry. No, sir. 

Mr. Scumupr. Mr. Chairman, we have a letter dated November 27, 
1959, furnished to us by Mr. H. W. Collins, a copy of a letter from 
Mr. Collins to Mr. E. A. Wick, president of the Archer-Daniels-Mid- 
land Co., Minneapolis, Minn., which recites: 

I today delivered to Great Western Malting Co. the 3,282 shares of California 
Malting Co. stock that was issued to Archer-Daniels-Midland Co., and attached 
hereto you will please find their check for $364,413. 

Then it talks about the excise tax which will be billed to Archer- 
Daniels-Midland Co, and says it is sending a check. 

We would like to include it in the record because it shows the stock 
values as of November 1959, which culminates in the merger of 
February 1, 1960, of approximately $111 a share. 

Senator Symineton. Without objection. 
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(The letter is as follows:) 


NOVEMBER 27, 1959. 


Registered, return receipt. 
Mr. E. A. WIcK, 

Archer Daniels Midland Co., 
Post Office Bow 582, 
Minneapolis, Minn. 


Dear ELNnar: I today delivered to Great Western Malting Co. the 3,283 shares 
of California Malting Co. stock that was issued to Archer-Daniels-Midland Co., 
and attached hereto you will please find their check for $364,413. 

The excise tax, which amounts to 4 cents per $100 of value will be billed to 
Archer-Daniels-Midland Co. in due course, and I will pass it on to you for 
yayment. 

Iam sending you this check as per your request. 
Sincerely yours, 
H. W. CoL.ins. 

Mr. Scumipr. Mr. Corey, you originally invested $3,030 in this Cali- 
fornia Malting Co., right ¢ 

Mr. Corey. Right. 

Mr. Scumipt. Now, did Archer-Daniels-Midland hold a Uniform 
Grain Storage Agreement on the facilities of the California Malting 
Co. in Los Angeles ? 

Mr. Corry. They probably did. I think you developed that infor- 
mation yesterday, and they probably did. 

Mr. Scumipr. Do you know whether or not your office handled this 
Uniform Grain Storage Agreement that was on these facilities ? 

Mr. Corey. If it was in my territory, my office handled it. 

Mr. Scumiwr. Do you know how much storage capacity in the 
Portland area the Archer-Daniels-Midland Co. has under uniform 
grain storage agreements ? 

Mr. Corry. No, sir. 

Mr. Scumipt. The record of the U.S. Department of Agriculture 
concerning approved capacity of warehouses shows it to be 13 million 
bushels. Would that be approximately correct ? 

Mr. Corey. If that is what the record shows, I have no reason to 
doubt it. 

Mr. Scumipt. Mr. Corey, did you participate on behalf of the Gov- 
ernment in the 1956 negotiations for Uniform Grain Storage Agree- 
ments ? 

Mr. Corry. I was present at some of the discussions. However, the 
negotiations with the industry were carried on by the Washington 
office and I had no participation or had nothing to do with that. I 
could have been present but I had nothing to do with the negotiations 
themselves. 

Senator Symineron. You said you could have been present. Were 
you present 

Mr. Corry. There have been many meetings regarding this Uniform 
Grain Storage Agreement. Some of them I was there and some of 
them I was not. 

Senator Symineton. Negotiations between the Department of Ag- 
riculture and the trade? 

Mr. Corey. That is right. 

Senator Symineron. Thank you. 

Mr. Scumwpr. Mr. Corey, who arranged for the hiring of the super- 
intendent of the Three State Warehouse Co. ? 
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Mr. Corey. Mr. Smith. 

Mr. Scumipr. Who is the superintendent ? 

Mr. Corry. Con Jacobson. 

Mr. Scumipr. Do you know Mr. Jacobson ? 

Mr. Corry. I have known Mr. Jacobson for a number of years. 

Mr. Scumipr. Did you make the initial contact with them for his 
employment by the Three State Warehouse Co. / 

Mr. Corey. I told Mr. Smith about Mr. Jacobson. I don’t recollect 
that my contact was other than that. 

Mr. Scumipr. But you did give his name to the partners as a pos- 
sible superintendent, is that right ¢ 

Mr. Corry. That is right. 

Senator Symineron. May I ask, if that is true, how you can say 
that your interest was only that of an investor ? 

Mr. Corry. Mr. Chairman, many times various warehousemen 
asked me, they have got to have a new superintendent, do I know one. 
This situation is not unique to the Three State Warehouse Co. It 
has happened i in connection with many storage facilities. 

Mr. Scumipr. Do you remember getting a ‘letter from Mr. Jacob- 
son asking you whether there was a job available with the Govern- 
ment in your office ¢ 

Mr. Corey. No, I don’t recollect that. 

Mr. Scumipr. Or your neat to him that you knew of a position 
with Three State Warehouse Co. ? 

Mr. Corey. I don’t recollect the correspondence, Mr. Chairman. 

Mr. Scumipr. Now, did you ever disclose your interest in this 
Three State Warehouse Co. or California Malting Co. to your supe- 
riors in the Department of Agriculture / 

Mr. Corey. I was never asked. 

Mr. Scumipr. You were never asked. Did you ever have to dis- 
close to them any of your outside holdings, or did you ever discuss 
with them or did they ever discuss with you your ownership in any- 
thing, any company that might be contracting with the Govern- 
ment ? 

Mr. Corry. They have never asked me—in the years that I have 
worked in and out of Government, they have never asked me what 
I owned. That is while I was with the Government. 

Senator Symrineton. Am I to understand that you were never told 
by the Department of Agriculture at any time that you should not 
have an interest in a company where money was being paid and 
where decisions were being made out of your office ? 

Mr. Corey. The first notice that I have any recollection of was the 
bulletin that came out in the latter part of May 1959, and which was 
produced in the Portland office under date of June 1, 1959, regarding 
this code of ethics as adopted by the 85th Congress. 

Senator Symineron. And before that there were no regulations in 
the Department of Agriculture that you knew anything about or 
which had been submitted to you verbally or in writing stating 

Mr. Corry. Not to my knowledge. 

Senator SymineTron. Stating it would be improper for you to have 
a cut. on the side in a warehouse setup where you were making the 
decisions as to how much grain would be there and enforcing the 
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regulations incident to the profits that came out of that transaction, 
is that correct 4 

Mr. Corey. Mr. Chairman, if I could presume on your good nature, 
I don’t like the word “cut” but on the other hand, to my knowledge 
there was never any regulation and certainly there was nothing ever 
presented to me to sign indicating my ownership in anything. 

Senator Symineron. Well, Mr. Corey, if the word “cut” is the 
wrong word, I withdraw it. Would you mind substituting a word 
for it so we can change the record ? 

Mr. Corey. Well, I am not much of a grammarian, so I would leave 
that to the chairman. 

Senator SymMincTon. Would “participation” be all right ? 

Mr. Corey. I think that would be more—— 

Senator Symineron. Thank you. 

Mr. Scumipr. Mr. Corey, this committee has received an affidavit 
from George C. Jacobson, superintendent of the Three State Ware- 
house Co. in Portland, Oreg. I will ask that it be included in the 
record, but I will quote to you what it states: 


In about January 1956, at which time I was working and living in Ogden, 
Utah, I wrote a letter to Earl Corey who was the director of the Commodity 
Stabilization Service in Portland, Oreg., asking him about a job in any capacity. 
He answered my letter and advised me there was no job available for me in 
the Government in which I would be interested, but there was some possibility 
of a new job in a new company being formed in Portland, Oreg. 

Do you remember that ? 

Mr. Corry. This letter escapes me, Mr. Chairman. 

Mr. Scumipr. He also states: 

Thereafter in April 1956, Larry Smith telephoned me in Utah, told me that 
althougb we did not know each other, we had a mutual friend in Karl Corey 


who had recommended me to him and who said I have the qualifications to 
assume the job of superintendent of the grain storage company. 


(The affidavit referred to will be found in the files of the sub- 
committee. ) 

Mr. Corey. I knew Mr. Jacobson over in Utah in the 30’s when I was 
with the Farmers National Grain Corp. 

Senator Symrneron. Senator Young, have you any questions at 
this time? 

Senator Youna. None. 

Senator Symineron. Senator Proxmire? 

Senator Proxmire. Yes. 

I would like to ask Mr. Corey—Mr. Smith gave you a $30,000 loan 
which you used to make your investment in Three State Warehouse 
Co., is that correct ¢ 

Mr. Corey. That is right. 

Senator Proxmire. This loan was secured by your general net 
worth. It was noninterest bearing. Is that correct ‘ 

Mr. Corey. No. It was interest bearing. 

Senator Proxmire. You paid no interest on it. 

Mr. Corey. That is right. 

Senator Proxmire. What was the interest ? 

Mr. Corry. As I recall it, 434 percent. 

Senator Proxmire. Why didn’ t you pay the interest / 

Mr. Corry. He didn’t charge it to me. 
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Senator Proxmire. At the time that you accepted the loan it was 
your understanding you would have to pay 484 percent. 

Mr. Corey. That is right. 

Senator Proxmire. So far as you are concerned, you still owe that 
43/, percent to him. 

Mr. Corry. If he makes a demand on me for it, I will pay it. 

Senator Proxmire. Well, now, doesn’t it seem to you unusual busi- 
ness practice for a man to make a loan of $30,000 at 434 percent and 
never accept the interest on it? 

Mr. Corry. It might appear unusual to the committee, but it is 
not unusual. 

Senator Proxmire. Well, this 434 percent interest would seem to me 
would be just as much as a legal obligation as the principal of the loan 
itself, wouldn’t it ? 

Mr. Corry. Well, Senator, I can’t speak for what was in the mind 
and the thinking of Mr. Smith. 

Senator Proxmire. Was there any written document providing that 
there should be a 434 percent interest obligation in connection with 
this loan ? 

Mr. Corey. Yes, sir. 

Senator Proxmire. There was. 

Mr. Corey. There was. 

Senator Proxmire. It was executed at the time you borrowed the 
$30,000. 

Mr. Corey. That is right. 

Senator Proxmire. Would it not seem logical to you—I don’t want 
to presume anything—wouldn’t it seem logical to you that in view of 
— position, in view of the authority and influence that you had as 

irector in the Commodity Credit Corporation in the Portland office, 
that it might be that Mr. Smith was loaning you money and not col- 
lecting interest on it because this might be useful to this company? 
Wouldn’t this be a logical inference ? 

Mr. Corey. Mr. Senator, I have a long time ago given up trying 
to figure out why people do what they do. Some people buy stocks 
and some of them sell them. So I have given up a long time ago trying 
to determine why people do the things they do. 

Senator Proxmire. Now, would you as a prudent man loan $30,000 
to a person—I presume Mr. Smith wasn’t a relative of yours—and 
loan it to him for a period of time, permit him to make an enormous 
profit, $83,000, and not expect you had coming to you interest unless 
there was some other consideration, some other aiid pro quo as a very 
valuable service ? 

Mr. Corey. Mr. Senator, I think I am going to have to stand by my 
first statement because Mr. Smith is a man whom I have known very 
well for a lot of years and it is not uncommon for friends to loan an- 
other one money and in many cases the interest thing is put in there 
answer. 

Senator Proxmire. You say put in there as a matter of legality. 

Mr. Corey. If it was necessary to bring suit or something of that 
nature. 

Senator Proxmire. Well, then, I take it you had some kind of dis- 
cussion with Mr. Smith in which the understanding was that the 434 
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percent was put in there as a matter of legality, but would not be 
collected ? 

Mr. Corry. There was no understanding, Mr. Senator, that there 
was any—that there would ever be any forgiveness of the interest. 

Senator Proxmire. Well, now, as I understand it, then, you bor- 
rowed $30,000 from Mr. Smith. At the end of—when this was liqui- 
dated after you saw the code of ethics, you sold out your interest and 
you received the profits that had been accrued or enjoyed by the part- 
nership up to that time, your pro rata profits, which altogether 
amounted to $83,000, is this correct ? 

Mr. Corey. The profits as you say amounted to $83,000. How ever, 
the profits that I made in the venture were used to pay off the 

Senator Proxmire. ITamsorry. Would you repeat that? 

Mr. Corry. Now, I don’t know whether I can say it verbatim. So 
if what I say now isa little different than 

Senator Proxmire. Yes. 

Mr. Corry. The records show that I did receive $83,000 out of the 
venture. Out of that $83,000 was taken the $30,000 of the note, and 
that was held in the company, and which represents the $30,000 that 
I received on the 29th of June 1959. 

Senator Proxmire. All right, then. You received $53,000 without 
actually making an investment of your own money and without pay- 
ing inter est on any money which you borrowed from Mr. Smith. So 
you had $53,000 which you received after you had paid your $30,000, 
is that right ¢ 

Mr. Corey. That is the way it looks, but when the taxman got it, 
I didn’t ever get it. 

Senator Proxmire. Well now, this is very interesting and I am go- 
ing to ask you whether or not this was taxed as capital gain which it 
would seem to me it would be taxed if the Internal Revenue Depart- 
ment interpreted this as an investment thing, or as ordinary income 
which—— 

Mr. Corry. The $85,000, Senator, was reported in my income tax as 
earnings and taxed accordingly. 

Senator Proxmire. As ordinary income? 

Mr. Corry. That is right. 

Senator Proxmire. Then it seems to me perfectly clear that the In- 
ternal Revenue construed this and you construed it yourself as being 
paid for a service that you performed for the Three State W arehouse 
Co. and not as an investment return. An investment return, the laws 
are quite clear, if you make an investment of $30,000, hold it for more 
than 6 months, which you obviously did in this case, enjoy a profit of 
$53,000, the maximum tax that you would pay is 25 percent of your 
profit, capital gain. 

Mr. Corry. Well, Senator, the $30,000 I sold out for was the initial 
$30,000 I put in it. 

Senator lecienemanenen I understand. But I am saying that the 
$53,000- 

Mr. Cor orgy. As far as the capital gains is concerned, I didn’t have 
any. 

Senator Proxmire. Because apparently the Internal Revenue De- 
partment interpreted the $53,000 as some kind of a payment or a fee 
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from Mr. Smith and Mr. Richards for services that you performed of 
value to them. 

Mr. Corey. Mr. Senator, I don’t know whether I am addressing you 
properly or not. 

Senator Proxmire. That is right. 

Mr. Corry. I don’t like the name Mr. Gould in there because Mr. 
Gould had nothing to do with it, and the profits or the money I re- 
ceived from Three State Warehouse Co. was dividends, and were so 
reported on my income tax form. 

Senator Proxmire. Were dividends paid to the other members of 
the partnership ? 

Mr. Corry. I suspect so. 

Senator Proxmire. You don’t know, as a matter of fact, whether 
they were or not ? 

Mr. Corry. I have never had access to the books. and I have never 
seen them. 

Senator Proxmire. Then apparently the corporation went through 
a very rare and unusual process. It paid liquidating dividends to one 
of the three partners but this was not considered a profit or a 
capital gain. It was considered income because it was a dividend 
distribution. You have no knowledge whether the same amount of 
payments were made to these other men. Indeed, if they were made, 
it would seem to me the partnership dissolved. 

Mr. Corey. Are you discussing the $30,000, Senator ? 

Senator Proxmire. I am discussing the $83,000 payment which was 
made to you. 

Mr. Corry. Well, I would suspect that the other partners received 
the same amount. 

Senator Proxmire. All right. 

Now let me see if I underst: and the effect of this payment to you 
and your release of your participation in the partnership and Mr. 
Smith—was Mr. Gould the third owner, the third partner ? 

Mr. Corey. Mr. Gould had nothing to do with the Three State 
Warehouse Co. 

Senator Proxmire. Who was the third, Mr. Richards? 

Mr. Corry. That is right. 

Senator Proxmire. Mr. Richards, I beg your pardon. I want to 
correct my previous statement. I meant Richards when I said Gould. 
I appreciate the correction, 

Mr. Corry. Could I have the record corrected to show Richards 
instead of Gould. 

Senator Proxmire. I wish you would. Iappreciate that. It is clear 
now. I have the Three State Warehouse sheet in front of me. 

Now this shows that when the balance of capital was withdrawn by 
you on April 50, 1959, there remained Mr. Smith and Mr. Richards 
as partners of the Three State Warehouse. 

Mr. Corry. If that is what the record shows, I 
it is. 

Senator Proxmire. Is that correct ¢ 

Mr. Scumipr. Yes. 

Senator Proxmire. Now it seems that at this point Mr. Smith and 
Mr. Richards received your one-third ownership in the partnership. 
In other words, instead of owning one-third of the partnership, after 
you gave up your interest, they each owned one-half. 
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Mr. Corry. That is right. 

Senator PRoxMire. So that at this point it would seem to me that 
you would be giving up to Mr. Smith and Mr. Richards something of 

value and receiving ‘ho compensation. 

Mr. Corry. Whatever it looks like, Senator, that is the way—— 

Senator Proxmire. I want to make my position clear, I am not try- 
ing to prolong this. I would like to understand because the Thee 
State Warehouse Co., the record shows, made profits of $180,000; u 
fiscal 1958 they made profits of —— 

Mr. Corry. Just a moment, Senator. I don’t recollect—I saw that 
statement in the subcommittee, and I don’t think there was any figure 
of $180,000 in any yeat 

on ator Proxmire. I see. All right. The figures are these. Fiscal 
1958, they made a profit of $116,000; does that sound more like it? 

Mr. Corry. That sounds more like it. 

Senator Proxmire. In fiscal 1959, they made a profit of $159,000. 

Mr. Corry. That sounds more like it. 

Senator Proxmire. And then you withdrew in 1959 your capital. 
Here is a company that has made over $100,000 in the preceding 2 
years, and you are withdrawing from it, and it would seem to me that 
mn going concern value of that company might be considered to be 

early a million doll: ars. At any rate, very substantial. 

You are giving up a one-third interest in a concern that is making 
over $100,000 in the first year, over $150,000 in the second year, and 
you are giving it up for only return of your capital. 

Mr. Corey. That is right. 

Senator Proxmire. Was this discussed, considered by you, or by 
Mr. Smith and Mr. Richards at the time you did this? 

Mr, Corry. Senator, when this bulletin came out in June of 1959, 
I decided to get myself out of it completely, and in an effort to do 
it completely, ‘Taccepted only my investment in it. 

Senator Proxmire. Well, you see, what I am getting to, I want to 
be as fair with you as I possibly can. It would seem to me this is the 
conduct not of an investor, because if you were an investor, it would 
seem to me you would have a claim which you could sell to the other 
investors. 

This would seem to me to be the conduct of a person who is being 
paid for a service he is performing to the other two partners. 

No. 1, vou invest money which they put up without paying any 
interest on it. 

No. 2, when you sever your relationship instead of selling your in- 
terest you simply take—accept your dividends and give back the capi- 
tal that was originally loaned, is that right, which is an unusual kind 
of behavior for a person who had a one-third interest, and therefore 
had something to sell ? 

Mr. Corry. Senator, my only motive was to become completely co- 
operative with the bulletin. It might have been stupid-—— 

Senator Proxmire. No; I don’t question the intelligence at all. It 
just seems to me I am trying to find out if we can cl: assify this as the 
behavior of someone who is providing very special opportunities for 
profit to Mr, Smith and Mr. Rich: ids, or the behavior of a bona fide 
Investor who was putting in his one-third and receiving his legitimate 
return and then selling out his interest when he severed his relation- 
ship. 
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Mr. Corry. Well, Senator, I can’t explain—I can’t understand 
what somebody else might think about it. I have got to stand on 
the record that that is what I did, and whether it was——— 

Senator Proxmire. Senator Cooper? 

Senator Coorrr. Yes. Returning to the point Senator Proxmire 
just raised, I would make this observation. If Mr. Corey had sud- 
denly discovered that he had been doing something which he thought 
was improper, I would suggest that his willingness to sell back his 
stock only for the price that he had paid for it could very well be 
interpreted as a desire on his part not to compound any wrongful 
action or inappropriate action he might previously have taken by 
achieving more profits. So I think in all fairness to him that possi- 
bility ought to be suggested. 

But I want to ask you, Mr. Corey, about another fact. It seems 
to me that there are two questions here. One is your own action, 
whether or not it was illegal or inappropriate. May I say I think 
it was, but Iam not passing on your case. 

But, second, you have said here that you never had any idea that 
your action was inappropriate until you received the so- called code 
of ethics from the Department of Agriculture sometime in 1959. Is 
that correct? 

Mr. Corry. That is right. 

Senator Cooper. In saying this, then, you have implied that the 
Department of Agriculture did not have any rules, any regulations 
on this subject, and gave no notice to its employees. So that raises 
a question about the vigil: ance of the Department of Agriculture. I 
want to go into that a minute. 

Now, you have been in the Government in various capacities since 
1939 ? 

Mr. Corry. 1938, Senator. 

Senator Coorrr. A great part of that time you have been dealing 
with this problem of the storage of grain? 

Mr. Corey. That is right. 

Senator Coorrr. Since 195 5, or 1956, was it 

Mr. Corry. 1955 

Senator Cooper. 1955 you have been the supervisor at the regional 
office in een is that correct ? 

Mr. Corry. That is correct. 

Senator C ooper. You have had charge of all the employees there, 
charge of the polic y for the office, as laid down by the Department 

of Agr iculture, is that correct ? 

Mr. Corry. That is right. 

Senator Coorrr. And is it true that when you accepted the job 
you got some kind of a document called—some document which 
outlined your duties? 

Senator Proxmire. Job evaluation. 

Senator Coorrer. Job evaluation, job responsibilities. 

Mr. Corry. Yes, We all have one of these, yes. Every job is 
described. 

Senator Cooper. When you took this job as supervisor, the De- 
partment of Agriculture gave you some documents which indicated 
what your responsibilities were; isn’t that correct? 
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Mr. Corey. The job description is quite a lengthy document and 
I wouldn’t attempt to recite what is in it. 

Senator Coorer. I know that, but you got one? 

Mr. Corry. Yes, I have one. 

Senator Coorrr. All right. Further than that, according to the 
documents which have just been handed to me by the staff, I note 
that on November 23, 1956, you recommended to the Department of 
Agriculture an organization: al chart for the Portland office and it 
was approved. Do you have that? 

Mr. Corey. I have it—I had it around here a little while ago. 

Senator Cooper. What? 

Mr. Corry. Yes, I have it, Senator. 

Senator Coorrr. Do you have it before you? 

Mr. Corry. That is right. 

Senator Coorrr. Did you make that recommendation to the 
Department of Agriculture ? 

Mr. Corry. Senator, under the organizational chart of these of- 
fices, the office is broken down into two divisions, office of manage- 
ment and the division of price support under different deputies. This 
document was prepared in the Deputy of Management’s Division, 
and there are a lot of things in that organizational chart that I 
accepted and from what I am looking at I accepted this. 

Senator Coorrr. You accepted it. Now, I am going to read it: 

“Storage management.” 

This is purported to be an organizational chart of the Portland office 
dated November 23, 1956, recommended by Earl C. Corey and ap- 
proved by the Washington office of the U.S. Department of 
Agriculture: 

Storage management: Provides contract information and receives applications 
for storage contracts within the area. Orders examination of facilities, com- 
modities stored therein, and investigations of warehousemen. Reviews applica- 
tions, examination reports and subsequent examination reports, commercial 
credit reports and other pertinent data to determine whether warehouses and 
facilities conform to the prescribed standards. Determines initial and makes 
subsequent reevaluation of performance bond requirements. Directs storage con- 
tract and agreement negotiations. Approves, suspends, or terminates storage 
contracts and agreements * * *, 

Now, were those among your responsibilities ? 

Mr. Corry. Senator, may I comment here? This is only part of the 
organizational chart—— 

Senator Coorer. I understand that. 

Mr. Corry. And this particular language is directed to the Storage 
Management Division. 

Senator Coorrer. Did you have supervision over this work in the 
office ? 

Mr. Corry. In general, yes. 

Senator Coorer. You were the supervisor. All right. Now, I heard 
you testify the other day that you never had any notice of regulations 
or laws from the Department of Agriculture until you received the 
so-called Code of Ethics in 1959 from the Department of Agriculture. 

I have some documents here. May I say my purpose is not to assess 
any guilt or wrongdoing on your part. My purpose is to show that 
you did have notice from the Department of Agriculture, and that 
there were laws and regulations of which you had been given notice. 
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Now, have you ever seen a document called “Employee Handbook” 
of the USDA? 

Mr. Corey. No, I have never seen that before. 

Senator Symrneron. Will the Senator yield? Does the Senator 
have any evidence that that was sent to Mr. Corey ? 

Senator Cooper. No. I must say in all fairness to the Department 
of Agriculture that some representative of the Department should 
be called here to testify whether or not this information was sent to 
all employees, and I will say that——— 

Mr. Corry. Mr. Chairman 

Senator Coorer. When I talked to the Department of Agriculture 
after hearing your testimony, I was informed that they did send this 
information on to all employees. But that is just hearsay. 

[ would like to say I am not condemning the activities of this man, 
In my own judgment, every man should know the law. Certainly in 
his position Mr. Corey should have known it. But my purpose, Mr, 
Chairman, is to point out from information I received that the De- 
partment of Agriculture gave him ample notice, even outside the 
ordinary instincts and intelligence of a man which ought to tell him, 
whether or not what he was doing was proper or legal. 

I want to call attention to page 20 in this pamphlet called 
“Employee Handbook” issued by the Office of Personnel, U.S. Depart- 
ment of Agriculture. I will read this: 

Rules governing the personal conduct of employees are found in the Adminis- 
trative Regulations of the Department, title 8, chapter 55. If you enforce 
regulations, or are in a position to award or influence the awarding of business, 
or to take or influence the taking of any other official action, you are forbidden to 
accept entertainment, favors, or gifts from those with whom you have official 
relations. 

You may not use your position, or information acquired through it, to advance 
the interests of yourself, your family, your business associates, or your friends 
over those of other persons. 

I will ask that that be made a part of the record. 

(The handbook referred to may be found in the files of the sub- 
committee. ) 

Senator Coorrr. Now, I will ask you if you ever saw this next docu- 
ment, issued by the U.S. Department of Agriculture which says, 
“Action by all branches and offices, all employees.” The title is “Types 
of Misconduct Which Subject an Employee to Disciplinary Action’— 
(PMA Instruction No. 344-5, August 27, 1953). 

This was distributed to all employees in 1953, and I may say I was 
informed by the Department that it is in the offices of all employees. 
Did you ever see that? 

Mr. Corry. It never came to my attention, Senator. 

Could I make a remark regarding this document, this first one? 

Senator Cooper. Yes. 

Mr. Corry. I didn’t say that it didn’t come to the office. I said it 
didn’t come—lI didn’t see it. It didn’t come to my attention. We get 
a lot of mail and that one I have no recollection of ever seeing. 

Senator Coorrr. I will read: “Responsibilities of Employees.” 

Most employees comply with laws and regulations which govern their em: 
ployment. Only rarely do employees deliberately violate those laws and regula- 
tions. For protection against the possibility of violations, it is important that 
employees be informed about the types of misconduct for which penalties may 
be imposed. Exhibit A attached lists many such offenses, but it is not intended 
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as a complete listing. Other examples of improper conduct may be inferred 
by comparison with those listed. In addition to the need to inform himself 
concerning this matter and to comply with the laws and regulations, an em- 
ployee has the following responsibilities with respect to the actions of other 
employees. 

A. If he has reason to believe that there exists any irregularity, falsification, 
or discrepancy involving accountability to, or a claim on behalf of, the United 
States, he should report such fact immediately to the appropriate personnel 
office. 

B. If a supervisor— 


were you a supervisor? 
Mr. Corey. Yes. 
Senator Cooper (reading) : 


If a supervisor, he should report to the appropriate personnel office for in- 
vestigation any case of known or alleged delinquency, misconduct, neglect of 
duty, fiscal irregularity, violation of regulations, or similar offense by an em- 
ployee. Detailed instructions on the reporting procedure are given in PMA In- 
struction No. 344-1. 


Now, I turn to page 6 of the instructions. The title is, “Exhibit A, 
Partial List of Offenses Which Subject an Employee to Disciplinary 
Action.” 

Paragraph 2a: 


Employees whose duties require the enforcement of laws or regulations, or 
those who are in a position to award or influence the award of business or to 
take or influence the taking of any other official action that might affect favor- 
ably or unfavorably any person, firm, or corporation, shall not accept from any 
such person, firm, or corporation any favor, gift, loan, unusual discount, service, 
entertainment, or other thing of value. 

2b. Employees shall not give or use information acquired through their official 
positions to advance the interests of themselves, their families, associates, or 
friends over those of other persons. 

2c. Employees shall not engage in any personal business transaction or private 
arrangement for profit which accrues from or is based on their official positions 
or authorities, or on official information. 


Then it refers to the statute in paragraph 3: 


Interested persons not to transact Government business. 

No employee or agent of the United States shall transact business of the 
Government with any corporation, joint-stock company, association, firm or 
partnership, or other business entity if he is an officer, agent, or member of, 
or is directly or indirectly interested * * *. 


Senator Symrneton. The Senator will be glad to file this for the 
record. 
Senator Cooper. I want to read it, if I can. 


* * * in the pecuniary profits or contracts of such corporation, joint-stock 
company, association, firm, partnership, or other business entity. This is a 
Statutory provision, violation of which is punishable by a fine of not more than 
$2,000, or imprisonment for not more than 2 years, or both. 

I do file it now for the record. 

(The document quoted above appears in the appendix at p. 403.) 

Senator Cooper. I also file another regulation which has been 
issued by the Department of Agriculture. 

(The full text of the document referred to will be found in the ap- 
pendix at p. 410.) 

Senator Cooper. “Chapter 55—Conduct of Employees.” 
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And IT ask that the parts which I have marked on pages 694 to 699 
also be printed in the record. I may say that these refer to the stat- 
utory provisions which would prohibit the kind of activity to which 
you have testified. 

(The portions of the documents referred to are as follows:) 


Employees shall not at any time conduct themselves in a manner that might 
cause embarrassment to or criticism of the Department or interfere with the 
efficient performance of their duties. 

Senator Coorrr. Section 2001. Conduct or activities specifically 
prohibited. 

The following are some of the more common types of improper con- 
duct or activities which are specifically prohibited : 


a. Accepting from any person, firm, or corporation any favor, gift, loan, 
unusual discount, service, entertainment, or other thing of value by employees 
whose duties require the enforcement of laws or regulations, or those who are in 
a position to award or influence the awards of business or to take or influence 
the taking of any other official action that might affect favorably or unfavor- 
ably any such person, firm, or corporation. 

b. Giving or using information acquired through their official positions to ad- 
vance the interests of themselves, their families, associates, or friends over those 
of other persons. 

ec. Engaging in any personal business transaction or private arrangement for 
profit which accrues from or is based on their official positions or authorities, or 
on official information. 


Section 2010. Outside work: No employee of the Department shall 
perform or be engaged in any work on his own behalf or for private 
individuals, firms, companies, organizations or institutions: 


d. If the business connections to be established or property interests to be 
acquired may result in a conflict between the private interest of the employee 
and his official duty or tend to bias his judgment. 

2011. Interested persons not to transact Government business.—a. General: 
No officer, employee, or agent of the United States shall transact business of the 
Government with any corporation, joint-stock company, association, firm or 
partnership or other business entity if he is an officer, agent, or member of, or 
is directly or indirectly interested in the pecuniary profits or contracts of such 
corporation, joint-stock company, association, firm, partnership or other business 
entity. This is a statutory provision, violation of which is punishable by a fine 
of not more than $2,000, or imprisonment for not more than 2 years, or both. 

2011. Interested persons not to transact Government business.—No employee 
or agent of the United States shall transact business of the Government with 
any corporation, joint-stock company, association, firm or partnership or other 
business entity if he is an officer, agent or member of, or is directly or indirectly 
interested in the pecuniary profits or contracts of such corporation, joint-stock 
company, association, firm, partnership or other business entity. This is a 
statutory provision, violation of which is punishable by a fine of not more than 

2,000, or imprisonment for not more than 2 years, or both (18 U.S.C. 434). 
(See also 5 AR 114.) 

2018. General restriction—No employee of the Department shall participate 
directly or indirectly in any transaction concerning the purchase or sale of 
corporate stocks or bonds, commodities, or other property for speculative pur- 
poses if such action might tend to interfere with the proper and impartial 
performance of his duties or bring discredit upon the Department. Employees 
are not prohibited by this paragraph from making bona fide investments. When 
an employee is uncertain as to whether a contemplated transaction is prohibited 
by this paragraph, he should consult his immediate superior. 

2019. Speculation in agricultural commodities.—Because of the possible effect 
of certain Department programs on market prices and futures trading, specula- 
tion, either direct or indirect, in any agricultural commodity is wholly prohibited 
in the case of employees of the Department concerned in any way with the 
administration of acts, regulation of trading in commodities for future delivery, 
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programs for the purchase or sale of commodities, price support programs, 
commodity loan programs, or other programs which directly affect market prices 
of agricultural commodities. (See also 1 AR 325 et seq.) 

Senator Coorer. Now, you say that these regulations of the Depart- 
ment of Agriculture, which by their references have been in pr 
during the time you have been employed, and which the Department 
says have been distributed to all employees, that you never saw them. 

Mr. Corey. Mr. Senator, that last document that you were reading 
from was issued in 1953. I went into the Department out there in 
1955, and I didn’t go back and read all the | ook. So I was not aware 
of its existence. 

Senator Coorrer. Well, as supervisor, did you consider you had any 
responsibility to advise yourself about the regulations of the Depart- 
ment of Agriculture and the law? 

Mr. Corry. I would have to answer “yes,” but in this particular ven- 
ture that. I got into, I had information from an attorney that the 
venture was perfectly legal. 

Senator Coorer. If you took enough trouble to inquire of an attor- 
ney whether your venture was legal, why didn’t it oce ur to you that 
you might write the Department of Agriculture and inquire from 
your employers whether or not it was legal ? 

Mr. Corry. I accepted the opinion of the attorney. 

Senator Coorer. It didn’t occur to you, then, to correspond or to 
advise with the Department of Agriculture ? 

Mr. Corey. That is right. 

Senator Cooper. It didn’t occur to you. It did occur to you, how- 
ever—and I[ am not trying to prosecute you—but it did occur to you, 
however, that you should conceal this transaction. 

Mr. Corry. Well, the partnership and the way it was set up that 
Mr. Richards and myself were silent partners, yes. 

Senator Coorrr. If you had been advised by an attorney that it was 
perfectly legal and you didn’t think it was of enough importance to 
advise with the Department of Agriculture, why did you think it was 
necessary to conceal the transaction ? 

Mr. Corey. I wouldn’t know how to answer that question, Senator. 

Senator Cooper. Well, as I have said, Mr. Chairman, it seems to 
me that there are two problems here. One, of course, deals with the 
personal conduct of Mr. Corey—a matter which I suppose someone 
else will have to determine. 

But in view of the fact that he has made these allegations that 
there was no notice of any kind from the Department, in view of the 
fact that I put in the record regulations and information which, ac- 
cording to the Department of Agriculture, had been submitted to 
employees, I think it would only be fair that the responsible official 
in the Department of Agriculture be given an opportunity to place 
in the record a statement as to the distribution of these rules and 
regulations. 

Senator Symrneron. Let the record show that this subcommittee 
has had the finest cooper ation from the Federal Bureau of Investiga- 
tion and from the Comptroller General. We fully intend to call the 
proper people from the Department of Agriculture. A statement 
was released by the Department of Agriculture last night to the press. 
It has never been given to this committee. 
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I asked if there was anybody here from the Department of Agri- 
culture. A gentleman arose from the audience and said that he was 
here. I asked him if he had a copy of the regulation. He said he did 
not. 

Mr. Gootp. The press statement, sir. 

Senator Symineron. The statement. I asked him if he would get 
one. He was kind enough to get a copy of the statement. When we 
requested the Department of Agriculture give us the files in this case, 
the files were refused on the ground that the matter was being inves- 
tigated elsewhere. 

Now, Mr. Corey, I want to emphasize that under no circumstances 
is this committee indicting you for anything. We are just trying to 
get the facts, and we have sympathy for your position. We want 
to get the facts, and after we get the facts, then we will come to 
conclusions. 

I was interested in something that you told the committee in execu- 
tive session about the nature of your supervision. When you came 
with the Department in 1955, to whom did you report? Who was 
your immediate superior ? 

Mr. Corry. Well, Mr. Chairman, I am drawing on memory and if 
I am wrong, I will let the record stand corrected. 

Senator SymineTon. Submit a statement correcting the record 
where you are wrong. 

Mr. Corry. As I recall it, Mr. Pres Richards was Deputy Director 
for Price Support, and at that time the Commodity offices were under 
the direction of the Deputy Administrator for Price Support. 

Senator Symineron. What was his name‘ 

Mr. Corry. Pres Richards. And right about that time there was 
a reorganization of the administrative structure in there and they set 
up the Deputy Administrator for Operations. 

Now, when we moved from the Deputy Administrator for Price 
Support over to the Deputy Administrator for Operations, that exact 
date escapes me, Mr. Chairman. 

Senator Symineron. And who became the new Director, Admin- 
istrator of Operations? 

Mr. Corey. Mr. Frank McGregor. 

Senator Symineton. Mr. Frank McGregor. 

Mr. Corry. That is right. 

Senator Symineton. Do you know Mr. McGregor? 

Mr. Corry. Only as my boss. 

Senator Symineron. Did you talk with him ? 

Mr. Corey. During this 

Senator Symrneton. During this period ? 

Mr. Corry. Sure. He was my boss. 

Senator Symrneton. Did he tell you at any time that you should 
be careful about investing in a grain elevator? 

Mr. Corey. No. I didn’t discuss it with him. 

Senator Symineton. Did he know about your being a partner in 
this grain elevator ? 

Mr. Corey. No, sir. 

Senator Symrneron. Did he at any time bring up with you the dan- 
ger of a conflict of interest ? 

Mr. Corey. I don’t recollect the matter was ever mentioned. 
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Senator Syminoton. Is this the Frank McGregor listed in a docu- 
ment entitled “U.S. Department of Agriculture Telephone Directory” 
as “Frank R. McGregor, room 218, BGW, Deputy Administrator, 
Operations "% Is that who you are talking about? 

Mr. Corry. That is the man. 

Senator Symineron. Is that the same Frank McGregor listed 
the present telephone directory as “Frank McGregor & Associates,” 
1000 Connecticut Avenue? 

Mr. Corey. I have no knowledge of the telephone directory. 

Senator Syminatron. You do not know whether this is the same 
man, who had a business on the side? 

Mr. Corry. I have no knowledge of Mr. McGregor’s connections 
or what he does. He was my superior and my knowlec lge of him is 
limited to that, Mr. Chairman. 

Senator Symincron. But you do know that you never at any time 
discussed with him the question of conflict of interest or the 1 ‘egula- 
tions that have just been read into the record by the able Senator from 
Kentucky ? 

Mr. Corey. That is right. 

Senator Symineton. Have you ever seen a story by Mr. Charles W. 
Bailey, of the Minneapolis Tribune—there is no date on the copy 
which I have—which states this about Mr. Frank R. McGregor: 

The operating manager of the Federal farm surplus stockpile resigned ab- 
ruptly after the Agriculture Department began an investigation of his activities, 
the Minneapolis Tribune learned Tuesday. 

Frank R. McGregor, Deputy Administrator for Operations of the Commodity 
Stabilization Service (CSS), which manages farm products acquired under the 
price-support program, resigned October 7. 

You don’t know about that ? 

Mr. Corry. I have never seen the item. 

Senator Symineron. Another article by Mr. Bailey without a date- 
line is headed “Boss Lauded Official Who Quits Under Fire.” 

A key Federal farm-surplus official who resigned under pressure 3 weeks ago 
received a farewell letter of high praise from his superior officer after he left 
the Department. * * * 

Frank R. McGregor, who resigned abruptly October 7 as Deputy Adminis- 
trator of the Commodity Stabilization Service (CSS), received the letter a 
week later from Walter C. Berger, CSS Administrator. 

In the “Dear Frank” letter, Berger said, “I don’t know what I would have 
done without you,” and referred to McGregor as a man “in whose ability and 
integrity I could have complete faith and confidence.” 

McGregor quit after Ralph Roberts, Assistant Secretary of Agriculture for 
Administration, informed him that he was under investigation. The matter 
has been referred to the Department of Justice for further investigation. 

Do you know anything about that case or what has happened as a 
result of it? 

Mr. Corry. I have never seen the newspaper article and I was 
aware that Mr. McGregor resigned and my knowledge of the situa- 
tion is limited to that, Mr. Chairman. 

Senator Symineron. Now since I have read from this story, I 
would ask unanimous consent that it be inserted, both stories, at this 
point in the record. Is that all right with the committee? 
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{From the Minneapolis Tribune] 








U.S. Farm Surptus Heap Quirs—ResicNs AFTER PROBE OF SOME OF HIs 
ACTIVITIES 










(By Charles W. Bailey, Minneapolis Tribune staff correspondent) 















WASHINGTON.—The operating manager of the Federal Farm surplus stockpile 
resigned abruptly after the Agriculture Department began an investigation of 
some of his activities, the Minneapolis Tribune learned Tuesday. 

Frank R. MeGregor, Deputy Administrator for Operations of the Commodity 
Stabilization Service (CSS) which manages farm products acquired under the 
price-support program, resigned October 7. 

McGregor is formerly from St. Louis, Mo. 

Yesterday Ralph Roberts, Administrative Assistant Secretary of Agriculture, 
said that McGregor’s resignation was submitted “after the Department con- 
fronted him with some facts which brought about his resignation.” 

Roberts said that the Department investigation which led to McGregor’s res- 
ignation involved “outside business activities in part.” 

He said: “As far as the facts were known when the matter was turned over 
to the Justice Department, it is a private problem—as far as we know it does 
not involve transactions in Government commodities.” 

He emphasized that McGregor was not dismissed but resigned. “There was 
a situation which we felt justified administrative action,” he said noting that 
there are types of actions by Federal employees that may make appropriate 
some administrative action even if criminal action does not appear warranted. 

Roberts would not go into detail concerning the “facts” presented to McGregor, 
saying that the case had been turned over to the Department of Justice “as cases 
of this sort always are which might involve some violation of law.” 

A Justice Department spokesman said that the case “had been referred over 
here and is under investigation.” 

McGregor submitted his resignation to Walter Berger, CSS Administrator, 
October 7, and made it effective that same day. 

The Department made no announcement of the resignation until some days 
later when it named as successor, Andrew J. Mair, of Colorado. In the an- 
nouncement of Mair’s appointment, the Department said McGregor had resigned 
to return to private business. 

Also figuring in the case, it was learned, was a private business operation 
under McGregor’s name during the time he held Federal office. 

The Washington telephone directory, issued before he resigned from CSS, lists 
a “Frank R. McGregor & Associates,” with a downtown address and telephone 
number. Calls for McGregor at that number yesterday were referred to his 
home telephone. There was no answer at McGregor’s apartment. 

































Boss LAupED OFFICIAL WHO QuIT UNDER FIRE 


(By Charles W. Bailey, Minneapolis Tribune staff correspondent) 





Wasnineton.—A key Federal farm-surplus official who resigned under pres- 
sure 3 weeks ago received a farewell letter of high praise from his superior officer 
after he left the Department, the Minneapolis Tribune learned Thursday. 

Frank R. McGregor, who resigned abruptly October 7 as Deputy Administrator 
of the Commodity Stabilization Service (CSS), received the letter a week later 
from Walter C. Berger, CSS Administrator. 

Ia the “Dear Frank” letter, Berger said, “I don’t know what I would have done 
vithout you” and referred to McGregor as a man “in whose ability and integrity 
I could have complete faith and confidence.” 

McGregor quit after Ralph Roberts, Assistant Secretary of Agriculture for 
Administration, informed him that he was under investigation. The matter has 
been referred to the Department of Justice for further investigation. 

Roberts’ action followed by several weeks the questioning of McGregor by a 
House Government Operations Subcommittee, headed by Representative Foun- 
tain (Democrat, North Carolina), which has been probing operations of the 
Federal farm surplus handling and sales program. 

McGregor’s letter of resignation, sent to Berger, gave as the reason for re- 
signing the fact that McGregor wanted “to return to private business.” 
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This was also the reason given by the Department in its first public an- 
nouncement of the resignation made at the time a successor was appointed. 

In his reply, Berger praised McGregor’s “unique capacity” and said this had 
been responsible for “a considerable increase in the efficiency of the CSS.” 
Berger noted that McGregor last spring was one of only seven Agriculture De- 
partment officials to receive the Departme: _ aie ig Service Award. 

The tone and content of the Berger letter, signed “Walt,” appeared to contrast 
sharply with the attitude of Roberts, who aot r this week said that McGregor 
quit “after the Department confronted him with some facts which brought about 
his resignation.” 

Senator Symrncron. And you do not know what Mr. McGregor’s 
activities were In this company known as Frank Kk. McGregor & Asso- 
clates, 1000 Connecticut Avenue / 

Mr. Corey. I had no knowledge and I have no knowledge of the 
company at all. 

Senator Symineron. He never discussed this company with you? 

Mr. Corry. That is right. 

Senator Symineton. Am I correct in my understanding that as the 
director of the Portland CSS office, you served in the highest admin- 
istrative capacity of the Department of Agriculture outside Washing- 
ton ¢ 

Mr. Corry. I have been told that, yes. 

Senator Symrneron. I would like to say at this point that the Sen- 
ator from Kentucky is entirely correct in his statement that someone 
from the Department of Agriculture should appear before this sub- 
committee. A gentleman from the Department of Agriculture was 
here this morning. Would you rise and identify yourself again ? 

Mr. Goorp. Yes, sir. My name is W. George Goold—G-o-o-]-d. 

Senator Symincron. Is there anybody else here from the Depart- 
ment of Agriculture? 

Mr. Gootp. To my right, Mr. Miles Horst, in the Office of the Sec- 
retary. 

Senator Symincron. Will you spell his name? 

Mr. Gootp. H-o-r-s-t. 

Senator Symineton. What does he do in the Office of the Secretary ? 

Mr. Gooip. His job in the Department is, as I understand it, to an- 
swer the requests of Congressmen for information concerning agricul- 
tural programs. 

Senator Symrneron. As long as he is here, would you ask him if 
that is correct ? 

Mr. Gootp. Is that correct ? 

Mr. Horst. Yes, sir; that is basically correct. 

Senator Symincton. Would one of. you gentlemen notify the proper 
officials in the Department of Agric ulture that, as soon as it is con- 
venient for both the Department and this subcommittee, we would like 
to have a Department represents ative as a witness? Such appearance 
is necessary because Mr. Corey has testified he did not know anything 
about conflicts of interest, as was described in the regulations, and also 
because Mr. Frank McGregor, Deputy Administrator of Operations, 
was his superior for some time. Is Mr. McGregor still with the De- 
partment ? 

Mr. Goon. No, sir, he is not. 
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Senator Symincron. Well, then, I suppose there is no use in asking 
you, but for the record, the committee will ask Mr. Frank McGregor 
to appear as a witness inasmuch as his name has been brought into the 
hear <a ‘ause he was a former chief of Mr. Corey. 

Mr. Goo. Yes, sir. 

Senator Symrineron. Is there anybody else the Department of Agri- 
culture would like to have appear as a witness in this matter? 

Mr. Gootp. I am prepared at this time to make a statement as to 
what we called to Mr. Corey’s attention in regard to conflict of interest 
matters. 

Senator Symineron. Thank you very much. 

Mr. Corry. Mr. Chairman, could I— 

Senator SymiNneron. Just a minute, ples ise. 

Senator Young ? 

Senator Youne of North Dakota. 
questions. 

What year did you leave the Department of Agriculture, Mr. Corey? 

Mr. Corry. January 22, 1960. 

Senator Youne of North Dakota. I mean the first time. 

Mr. Corry. Oh, in July or August, as I recall it, 1946. 

Senator Youne of North Dakota. What year was that ? 

Mr. Corry. July or August, 1946. I don’t have the exact date at 
hand, but it was in July or August. 

Senator Youne of North Dakota. 

Mr. Corry. In July 1954 

Senator Youne of North 
Service employee? 

Mr. Corry. That is right. 

Senator Youne of North Dakota. 
status? 

Mr. Corry. Yes, sir. 

Senator Younae of North Dakota. The position you held in Port- 
land as director of Commodity Stabilization Service required civil 
service status ? 

Mr. Corry. Yes, sir. 

Senator Youne of } 
ment, then ? 

Mr. Corry. That is right. 

Senator Youne of North Dakota. Is there any requirement in civil 
service regulations that would prohibit you from holding stocks in 
some concerns doing business with the Department of Agriculture ? 

Mr. Corey. There has never been any request of me, Senator, for 
any listing of my interest in anything. 

Senator Youne of North Dakota. Could a Sec ‘retary of Agriculture 
appoint anyone but a civil service—anyone except one who had civil 
service status—as a director of an office like this one in Portland? 

Mr. Corry. That, Senator, is a question I think should be directed 
to somebody else, because I don’t know that one. 

Senator Youne of North Dakota. Did someone approach you to 
take this job, or did you ask someone for it ? 

Mr. Corey. In the latter part of 1954, I was in Foreign Agriculture 
Service, and. spent about 3 months of it in Europe on a tr: ade study, 
and when I returned to the States, I learned that Mr. Walter John- 
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son, the previous director, had resigned, and inasmuch as that job is 
one that I held before, and it was home to me, I made application 
for it. 

Senator Youne of North Dakota. Do you own stock in any other 
company doing business with the Department of Agriculture, par- 
ticularly in the field of stor ing grain or hé indling grain 4 ’ 

Mr. Corry. Yes. I have owned stock in Archer-Daniels-Midland 
Co. since 1938. 

Senator Youne of North Dakota. In any other company ? 

Mr. Corey. Colorado Milling & Elevator Co. 

Senator Youne of North Dakota. How long have you held that? 

Mr. Corry. Well, I would have to look at my records, but I have 
held it for a long time. 

Senator Youne of North Dakota. Did you hold that, too, while 
you were working under Secretary of Agriculture Wallace, Secretary 
Wickard, Secretary Anderson ? 

Mr. Corry. No, I didn’t—I didn’t hold it that far back. I did own 
stock in Archer-Daniels, though, at that time. I did own the CME 
stock when I was down here in Washington in the Office of Price 
Stabilization. 

Senator Youne of North Dakota. Did anyone during all the time 
you were in the Department of Agriculture, any superior officer, ever 
ask you whether you held stock in a company doing business with 
the Department ? 

Mr. Corry. This document here, Senator, dated January 14-—— 

Senator Symrneron. What year? 

Mr. Corey. 1960—encloses the form on which all the employees of 
certain grades were required to list their stockholdings or whatever 
their investments might be, and this is the first time in my Govern- 
ment experience that “I have ever been asked to spell out what my in- 
vestments or my interests might be. 

Senator Syurneron. Now, Mr. Corey—will the Senator yield— 
you are under oath and in your own interest I want you to be sure 
you are right in what you just said. You are confident of that, are 
you? 

Mr. Corry. Tothe best of my knowledge, Senator. 

Senator Symineron. Thank you, sir. 

Senator Proxmire. If the Senator would yield on that same point; 
have you ever been instructed in any way, either verbally or in writ- 
ing, as to your conduct with respect to outside interests ? 

Mr. Corry. I don’t recollect it, Senator. 

Senator Proxmire. You have no recollection ? 

Mr. Corry. That is right. 

Senator Coorer. Would the Senator yield on that point? 

Senator Symineton. If the Senator will yield, I just want to make 
one more point. 

You say you owned stock back in 1938 ? 

Mr. Corry. Yes, sir. 

Senator Symineton. What was the stock ? 

Mr. Corry. Archer-Daniels-Midland Co. 

Senator Symineron. Was that on the big board ? 

Mr. Corey. It has been on the big board all the time. 

Senator Symineton. How many shares of stock are out? 
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Mr. Corey. 1,700,000. 

Senator Symincron. And you own how many shares of the stock 
of the 1,700,000. 

Mr. Corry. Initially I owned 25. At one time I owned as many 
as 300. Presently I—in the last—I don’t remember when I sold 125, 
but for quite some time I have had an interest of 175. 

Senator Symrneron. What was your previous position in 1946, in 
the Department of Agriculture ? 

Mr. Corry. Up until 1946 I occupied the same position I did up 
until January 22. I don’t recall what the title of it was at that time. 

Senator Syminaron. In 19467 

Mr. Corry. That is right; from 1940 to 194 

Senator Symincron. What was your position ? 

Mr. Corry. I had the same duties then that I had now except I 
don’t recall what the title on the job was because they changed titles 
and grades and I don’t recall what the title was. 

Senator Symrneron. Between 1940 and 1946 you owned this stock? 

Mr. Corry. That is right. 

Senator Symineron. Did you ever tell anybody you had this stock? 

Mr. Corry. Nobody asked me. 

Senator Symincron. As we figure it out, you were making a salary 
in recent years of about $14, 000 a. year, is that about right ? 

Mr. Corey. That is about right. 

Senator Symrneron. And your outside income, as a result of these 
additional participations, was $23,500 a year; was that about right? 
Mr. Corry. Well, not having—I will accept it in round figures. 

Senator Symrneron. And in the last year the staff worked out that 
the profits of this company, of Three State Warehouse, which you had 
a one-third interest in, from Government grain storage, was 117 per- 
cent of costs; is that about right ? 

Mr. Corry. I can’t speak for the Department figures on it, because 
I never directed my attention to it and the books of the company I 
have never seen. 

Senator Symrneron. Senator Cooper? 

Senator Youne of North Dakota. I wasn’t through. 

Senator Symineron. I beg your pardon. 

Senator Youne of North Dakota. You said you held stock in the 
Colorado Grain Co. ? 

Mr. Corey. Colorado Milling & Elevator Co. 

Senator Youne of North Dakota. How long did you hold that 
stock ? 

Mr. Corey. Senator, I can’t tell you offhand but I have owned it for 
a long time. 

Senator Youne of North Dakota. How much ? 

Mr. Corry. At one time we owned 200 shares. Presently we own 
100. When I say “we,” I mean my w ife and I. 

Senator Symineton. Excuse me, Senator. At 11 o’clock the Sen- 
ate is going to meet, as I understand it. There is a member of the 
Department of Agriculture here who would like to make a statement, 
is that correct ? 

Mr. Goorp. I am available if you wish. 

Senator Symineton. I don’t wish it unless you want it. 

Mr. Gootp. I would like to make a statement. 
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Senator Symineron. All right. Come up and be sworn, please. 

Do you swear that the testimony you will give this Senate subcom- 
mittee of the Senate Agriculture and Forestry Committee will be the 
truth, the whole truth, and nothing but the truth, so help you God? 

Mr. Goorp. I do. 

Senator Symrneron. Please identify yourself again for the record. 


TESTIMONY OF W. GEORGE GOOLD, ASSISTANT DIRECTOR OF PER- 
SONNEL IN CHARGE OF SECURITY AND INVESTIGATIONS, DE- 
PARTMENT OF AGRICULTURE 


Mr. Gootp. My name is W. George Goold. JI am Assistant Director 
of Personnel in Charge of Security and Investigations in the Depart- 
ment of Agriculture. 

Senator Symrnaron. To whom do you report ? 

Mr. Gootp. To the Director of Personnel, Mr. Ernest C. Betts. 
Senator Symirneron. And to whom does he report? 

Mr. Gooip. To the Administrative Assistant Secretary, Mr. Ralph 
. Roberts. 

Senator Symrneton. To whom does Mr. Roberts report? 

Mr. Corry. To the Secretary. 

Senator Symineron. And who suggested you come up or who di- 
rected or asked vou to make this statement this morning? 

Mr. Gooip. No one has directed me to make a statement. I came 
after a meeting was held which was participated in by myself, Mr. 
Marvin McLain, Mr. Betts, and others. 

Senator Symineton. Do you think it would be well for you to make 
a statement that is not a formal statement of the Department of 
Agriculture ? 

Mr. Gootp. No, sir. I know fully well what I would like to say 
concerning this matter. 

Senator Symineton. Do you represent the Department of Agri- 
culture ? 

Mr. Gootp. Yes. I am speaking for the Department of Agriculture 
in making this statement. 

Senator Symineron. Who asked you to come up and speak for 
the Department ? 

Mr. Gootp. The Secretary of Agriculture knows I am here, sir. 

Senator Symrneton. How do you know that ? 

Mr. Gootp. Because I spoke with him about it. 

Senator Symrneton. You spoke with the Secretary ? 

Mr. Goorp. Yes, sir. 

Senator Symrneton. When did you do that ? 

Mr. Gootp. About 5:30 yesterday afternoon. 

Senator Symineton. Give us the nature of what was said. 

Mr. Goorp. The nature of what was said was that 

Senator Symrneton. Won’t you sit down and be comfortable? 

Mr. Goortp. I would just as soon stand if you don’t mind. I have 
been sitting. 

It was asked who was going to attend this meeting today. My 
superior, Mr. Betts, indicated that I should. The Secretary then 
agreed that I should attend. I am here after that exchange. 

Senator Symrneron. When was that meeting held ? 
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Mr. Gootp. At approximately 5:30 p.m. 

Senator Syminetron. Where ¢ 

Mr. Gootp. In his office. 

Senator Symrneton. Whose office ? 

Mr. Gootp. Mr. Benson’s office. 

Senator Symineron. | see, and therefore you feel that your state- 
ment 7 is the full approval of the Secretary of Agriculture? 

Mr. Gootp. Yes, sir. 

Senator Symincron. How long is the statement ? 

Mr. Goorp. It will take just 1 or 2 minutes. 

Senator Symineton. Generally, we get a copy of a statement under 
the committee’s rules. Wall you proceed to read it. 

Mr. Gooxp. I don’t have it written. I shall speak extemporaneously 
if you don’t mind. It will take only 2 minutes or less. 

Senator Syminetron. You don’t have a written statement ? 

Mr. Gootp. No, sir. Nota prepared statement. 

[ would like to say only in respect to the document which has been 
received here this morning, “Employee Handbook, USDA,” this 
booklet is given to every new employee at the time he enters on duty. 
This has been a practice over many years’ standing going back into 
the 1940's. 

The document that was referred to secondly as a document for 

“Action by Employees in all Branches and Offices,” is a document 
that is part of the Commodity Stabilization Service manual. The 
instructions in that manual apply to all employees of the Commodity 
Stabilization Service, and they contain a variety of subjects, one of 
which is employee conduct which has been mentioned here this morn- 
ing. We expect that our administrative officers who have super- 
vision of employees are fully informed concerning the complete con- 
tent of this manual of instructions in order that they may properly 
administer their positions. 

Senator Symineron. Have you a letter from the Department of 
Agriculture to Mr. Corey which accompanied any of the documents 
to which you are referring, and if so, would you make it a part of the 
record ? 

Mr. Gootp. No, sir, I do not have such a document. 

Senator Symineton. Do you believe such a letter is in the files? 

Mr. Goortp. No. I do not believe such a letter is in the file, but I 
have reason to believe he was orally told about the matter. 

Senator Symincron. He has testified under oath that he was not 
orally told. That is hearsay. I don’t think it is proper for you to 
say you have reason to believe unless you have proof. If, beyond 
that, you have a reason to show that his memory is wrong, we would 
be glad to accept such for filing with the committee. 

Mr. Gootp. At the appropriate time we will be pleased to insert 
what we have with regard to that. 

Senator Symrneton. Why isn’t the present the appropriate time? 

Mr. Gootp. Because I don’t have it with me. 

Senator Symrveron. Then you don’t know whether there is such a 
letter; is that correct ? 

Mr. Gootp. That is right. I do not. 

Senator Symrneron. Mr. Corey, have you searched your files to find 
out whether you have such a letter? 
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Mr. Corey. Mr. Chairman, the files are not available to me in the 
first place, and—— 

Senator Symrneron. They are not available to the committee either, 
so we are even. 

Mr. Corry. And as I told you earlier, these documents I don’t rec- 
ollect ever having seen. 

Senator Symineron. Will you proceed, Mr. Goold ? 

Mr. Gootp. I merely state that this document, and the third one that 
was referred to, which is an official Department of Agriculture regula- 
tion, are available to men in his office. We looked to him, from the 
time he was employed by us to carry out and see that these instruc- 
tions were fully implemented in every way. 

Senator Syminecron. Have you ever discussed this with Mr. Corey 
yourself ? 

Mr. Gootp. I have discussed this general matter with Mr. Corey ; in 
this particular instance, no, I have not. 

Senator Symineron. When did you discuss it with him? 

Mr. Gootp. On January 16, 1960, 

Senator gag ton. Why did you do that? 

Mr. Gooxp. I discussed it with him because information had come 
to our attention that required some action. 

Senator Symineton. I see. Thank you, sir. Proceed. 

Mr. Gootp. That is it. I merely want to state that we did look to 
him to see that not only he complied but that everyone in his office 
complied with these instructions, sir. 

Senator Symineton. Well, the Senate is in a position of granting 
the money which enables the Department to operate. 

Mr. Goorp. Yes. 

Senator Symineron. Therefore, we naturally have an interest in 
how that money is used. 

Mr. Goorp. Yes. Iam well aware of it. 

Senator Symineron. We would be interested to know, since you had 
this meeting with the Secretary, who we should call to pursue this 
matter further with the Department of Agriculture. 

Mr. Gootp. The request should be made to the Assistant Secretary 
of Agriculture for Administration. He would provide the witness—— 

Senator Symineron. Let me get this matter straight, Mr. Goold. I 
am just trying to figure out how we will work this thing. You were 
sent down here with the approval of the Secretary to make a verbal 
statement, is that correct / 

Mr. Gootp. That is correct, if called upon to do so, sir. 

Senator Symineron. If called upon to do so. 

Mr. Gootp. Yes. 

Senator Syminetron. We didn’t call upon you to do so. We asked 
you if you would like to do it and you said you ‘would like to. 

Mr. Goon. All right. Let it stand. 

Senator Symineron. Let us get the record straight. 

Mr. Goon. Let it stand. 

Senator SymrneTron. Inasmuch as we want to be fair in the matter, 
I am asking you again as a representative of the Department of Agri- 
culture who would you suggest we call before this committee. 

_ Mr. Goorp. I would suggest you direct your request to Mr. Ralph 

S. Roberts and he will advise as to which witness should appear de- 
attr on the information you wish. 
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Senator Symineron. That is what I want. 

Mr. Scumupr. Mr. Goold, this “Employee Handbook” you have in 
your hand, does it have a publication date on it ¢ 

Mr. Gootp. Yes. This hi appens to be “Handbook 23,” and it was 
last revised in March of 1959. The part pertaining to conduct was 
not substantialiy changed in this revision. 

Mr. Scumipr. This would be the document in existence at the time 
Mr. Corey was hired ¢ 

Mr. Goorp. It is basically the same document. 

Mr. Scumipr. But not the document ? 

Mr. Goorp. Not the document; no, sir. 

Mr. Scumipr. I don’t think this is exactly pertinent since it wasn’t 
in existence at the time Mr. Corey was hired. So I don’t think this 
handbook is the proper one for us to deal with. 

Mr. Gootp. I would like to say, though, that this handbook, too, 
was made available to the Portland commodity office which he super- 
vised at the time of this revision, and available to him. 

Senator Symineton. Shortly thereafter he resigned. 

Mr. Gooxp. Yes. 

Senator Symineron. Would you get again, if you can, the files and 
the document in effect, the comparable document, at the time he was 
employed ? 

Mr. Gootp. You bet I will. I will get that for you. 

(The document referred to will be found in the files of the sub- 
committee. ) 

Senator SymineTon. Senator Young? 

Senator Youne of North Dakota. Off the record. 

( Discussion off the record.) 

Senator Symrneton. Let us put it on the record. Can anybody 
except a civil service employee be given this job ? 

Mr. Gootp. The positions are in civil service schedule A which does 
not require career service. 

Senator Symineton. Were you appointed or did you take any ex- 
amination to obtain this job, Mr. Corey ? 

Mr. Corey. No. 

eT Symrineton. Who did you see when you applied for the 
jo 

Mr. Corry. Mr. James McConnell who was the Administrator of 
Commodity Stabilization at the time. 

Senator Symrneton. Senator Proxmire? 

Senator Proxmire. In the statement by Mr. Corey he says that in 
late May 1959, he received a notice from Washington, D. C., enclosing 
a copy of the Code of Ethics as formulated by the 85th Congr ess. This 
was duplicated in the Portland office under date of June 1959. 

Now, this code of ethics of the 85th Congress was the first code of 
ethics which the Department had sent out “to any employees? 

Mr. Gootp. No, sir. 

Senator Proxmie. Other than the material which you provided so 
far which relates to general conduct and has in it some information 
on the behavior of e mployees ? 4 

Mr. Goorp. Yes, that is true. As a Code of Ethics, as entitled, that 
is the first such document we have sent, yes. 

Senator Symrneron. Senator Cooper ? 
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Senator Coorrer. Mr. Goold, I placed in the record the statutory 
provisions passed by the Congress which relate to conflict of interest. 

I also placed in the record regulations issued by the Department of 
jer ulture on this same subject, further regulations which direct 
the supervisor to inform other employees of these requirements and 
also documents rel: ating to Mr. Corey’s own office. 

Now, I think it is pertinent that you place in the record, if it can be 
secured, this matter: First, the regulations that were in effect in the 
Department of Agriculture at the time Mr. Corey assumed this posi- 
tion, and any subsequent reaulations which were issued. 

Mr. Gootp. Yes, sir. 

Senator Coorer. Second, further information as to whether it was 
the standard procedure of the Department to furnish those regulations 
to all offices and to the officers in the Portland office. Can that be 
supplied ¢ 

Mr. Goorp. That can be supplied: yes, sir. 

Senator Coorrr. Also, because Mr. Corey had previously been em- 
ployed by the Department of Agriculture ‘under other Secretaries, I 
think it would be pertinent to place in the record such regulations 
velatitig to conflict of interest that were in force at that time. Can that 
be done ? 

Mr. Goorp. I am sure I can provide these, Senator Cooper. 

Senator Coorrr. May I ask consent that such information be in- 
cluded in the record ? 

(The material referred to will be found in the appendix starting 
at p. 410.) 

Senator Cooper. You are making a statement that these regulations 
were in force, and at least in your judgment had been made available 
to employees and officers of the Department of Agriculture. 

Mr. Gootp. That. is my best judgment. 

Senator Cooper. Mr. Chairman, I want to say that I think the 
chairman is conducting this investigation in a very proper way. 

Senator Symrncron. Let the record show I deeply appreciate what 
the Senator from Kentucky said. 

Senator Coorer. A few minutes ago the chairman made the state- 
ment that he had asked the Department of Agriculture for informa- 
tion and it had not been supplied. For that reason I would like to 


quote from this statement made by the Office of the Secretary, dated 
March 10, 1960. 


I quote: 

On January 14, 1960, my Office was advised of certain facts relative— 
this is a statement 

Senator Syminaton. I read it into the record. 

Senator Coorer (reading) : 





* * * relative to Mr. Corey. He was confronted with this information by 
an official of the Department on January 16, 1960. The matter was then referred 
to the Department of Justice for investigation and appropriate action. On Jan- 
uary 18, 1960, Mr. Corey elected to resign effective at the close of business 
January 22, 1960. 

On February 25, 1960, the subcommittee counsel contacted the Office of Per- 
sonnel of the Department relative to the Corey case and was supplied with 
Substantially the above information. In view of the fact that this ease was 
under investigation in the Department of Justice, he was referred to that De- 
partment for whatever information could be supplied. 
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Senator Symineron. Just one thing I would like to ask, a ques- 
tion of Mr. Corey. At no time, verbally or in writing, have you 
ever received any instructions, directions, or consultation with any 
member of the Department of Agriculture incident to conflict of 
interest, is that correct / 

Mr. Corey. That is right. 

Mr. Chairman, now, I am not saying that these documents didn’t 
come into the office. 

Senator Symineron. I understand that. 

Mr. Corry. But they didn’t come to my attention. 

Senator Symineron. And there was no personal letter or dis- 
cussion with your superiors at any time incident to conflict of in- 
terest, is that right ? 

Mr. Corry. That is right. 

Senator Symineron. Mr. Goold, I notice in a newspaper article 
which I have where it says that after the resignation of the superior 
officer of Mr. Corey, that the matter was referred to the Department 
of Justice for further investigation. Do you know about that? 

Mr. Gootp. Yes; I do. 

Senator Symrneron. Do you know what has happened to it ? 

Mr. Gootp. No; I donot. 

Senator Symineron. Has there been any grand jury indictment 
brought against him ? 

Mr. Goorp. I do not know. 

Senator Symineron. Has it ever been presented to a grand jury? 

Mr. Gootp. I do not know. 

Senator Symineron. Will you find out for the committee the status 
of that situation ? 

Mr. Gootp. Yes, sir: I shall be happy to. 

Senator Symineton. Senator Proxmire? 

Senator Proxmire. Yes. 

Now, the incident, the occasion for Mr. Corey taking action toward 
disposing of his holdings as he has testified is point 7 in the Code of 
Ethics which reads: 

Engage in no business with the Government either directly or indirectly 
which is inconsistent with the conscientious performance of his governmental 
duties. 

(The full text of the Code of Ethics will be found in the appendix 
at p. 430.) 

Senator Proxmire. Now, I am asking you, Mr. Goold, if you can 
tell me if there has been any systematic, comprehensive attempt by 
the Department of Agric ulture, anything discussed or contemplated, 
to interpret this whic h is vague language, is indefinite, so that these 
men who are in positions w rhere they can get in trouble, in many 
cases innocently, can have some clear understanding of what they 
can do and cannot do. 

Mr. Gootp. Yes. I want to say this, Senator. The matter of con- 
flict of interest has been under study in the Department of Agricul- 
ture for at least 2 years to my personal knowledge. 

Senator Syarneron. Will the Senator yield? Isn’t it true when 
the House committee asked of the Commodity Credit Corporation in 
June of 1958—the House committee under the able direction of Con- 
gressman Fountain of North Carolina—to check on possible outside 
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interests, it was reported back to the House that an inquiry had been 
made and nothing found / 

Mr. Gootp, That is true. 

Senator Symineron. How can you correlate that with the statement 
made by Mr. Corey that nobody ever asked him anything about con- 
flict of interest ? 

Mr. Goon. In response to the inquiry of Congressman Fountain 
the survey was confined to top oflicials in the Department of Agri- 
culture in Washington, D.C., and I think if you want an opinion, I 
think that that was done at the Congressman’s request. 

Senator Proxmire. Now, if you would complete your answer to 
my question. 

Mr. Gooutp. Yes, sir. The matter of conflict, as I say, has been 
under study for a long time in the Department of Agriculture. We 
realize that in a department that spends into the billions of dollars 
a year, there is ample room for conflicts to arise. We want to have 
the very best regulations we can. 

First, we wanted to see what kind of a problem we had in this 
area of conflicts. Therefore, on the 31st day of December 1959, Mr. 
Benson approved a questionnaire to be sent to all employees in grade 
13 and above, employees who may be in a position to influence the 
award of business. -All those who had contracting or procurement 
authority and all those who enforced any regulation or granted any 
right to a business on behalf of the Federal Government, to execute 
a questionnaire which would state their pecuniary interests and would 
also state their outside employment. 

We did this so that we could see what kind of a problem we had. 
We intend to move from this point on and develop as fine a standard 
as we can that all employees will be properly advised, that we in 
the Department will know that its responsibilities under this provi- 
sion of law are properly administered, both for our own good and for 
the good of the public. 

Senator Proxmire. If I might pursue this, in May of 1959, this 
notice was sent out. 

Mr. Gootp. Yes, sir. 

Senator Proxmire. Seven months later the Department of Agri- 
culture sent out a questionnaire. Is that correct ? 

Mr. Goorp. That is correct, yes. 

Senator Proxmire. That is correct. And how long has it been since 
that 

Mr. Goorp. The agencies were instructed to have their surveys com- 
plete by February 1. 

Senator Proxmire. Of this year? 

Mr. Goorp. Of this year. Due to the fact that there are roughly 
15,000 employees involved, this survey is not 100 percent complete 
at this time. We are in the process right now, this very day, of com- 
pleting the survey and evaluating the information that has come to 
our attention. 

Senator Proxmrre. Did you make the questionnaire available? 

Mr. Gootp. We can. I think we have, haven’t we, Mr. Schmidt? 

Mr. Scumipr. I believe so. 

Mr. Gootp. I think we have. If we haven’t, we shall. 
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Senator Symrneron. At the request of the former distinguished 
Senator from Oregon who is representing the witness, we will recess 
the hearings. He is anxious to do something else, and I think we 
have about come to the end of this for the morning. 

Mr. Counsel, will you see that Mr. Frank McGregor is called be- 
fore this committee as soon as mutually convenient inasmuch as 
his name has been brought into the hearing by Mr. Corey, and will 
you see that Mr. Roberts—is that correct ? 

Mr. Gootp. Yes, sir. 

Senator Symineron. Of the Department of Agriculture is also 
called before the committee as soon as mutually convenient, and the 
committee will now recess subject to the call of the Chair. 

(Whereupon, at 11:15 a.m., the subcommittee recessed, subject to 
eall of the Chair.) 
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INVESTIGATION OF GRAIN STORAGE OPERATIONS OF 
THE COMMODITY CREDIT CORPORATION 


WEDNESDAY, MARCH 23, 1960 


U.S. Senate, 
SrectaL INvEsTIGATING SUBCOMMITTEE 
OF THE COMMITTEE ON AGRICULTURE AND Forestry, 
Washington, D.C. 

The special subcommittee met, pursuant to call, at 10:30 a.m., in 
room 457, Old Senate Office Building, Senator Stuart Symington 
(chairman of the subcommittee) presiding. 

Present : Senators Symington, Young of North Dakota, and Cooper. 

Also present: Richard M. Schmidt, Jr., special counsel and George 
M. Kopecky, professional staff member. 

Senator Syminocron. The committee will come to order. 

At the last public hearing of this subcommittee on March 11, 1960, 
there was presented to this committee a factual story of corruption in 
Government. 

We had before us evidence that one of the highest Department of 
Agriculture officials held a hidden interest in a company that was con- 
tracting with the Government. It was a clear-cut conflict of interest 
case. 

Almost as shocking as this official’s behavior was the sworn testi- 
mony of the witness that he had never been instructed in regard to 
conflict of interest by his superiors in the Department of Agriculture. 

The need for v igilance by the men directing our Governmental oper- 
ations is so well established that it should need no further elaboration. 
But it appears the lesson needs to be told and retold. 

The fact that a Department of Government, spending more than 

$5 billion a year, should not have taken all necessary steps to prevent 
conflic t of interest among its high officials is a sad and serious defect; 
in either administrative competence, or administrative ethics, or hoth. 

It was with this thought in mind that our subcommittee asked offi- 
cials of the Department of Agriculture to appear before us to discuss 
actions, which would develop safeguards, in order to prevent further 
scandal of this type. 

We have with us Mr. Ralph S. Roberts, Administrative Assistant 
Secretary, Department of Agriculture, and Mr. W. George Goold, As- 
sistant Director of Personnel, in charge of Security and Investiga- 
tions. 

Mr. Counsel, who is your first witness ? 

Mr. Scumipt. Mr. Ralph S. Roberts, Administrative Assistant Sec- 
retary of Agriculture. 
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Mr. Chairman, the witnesses previously submitted to the committee 
& prepared statement which has been given to each member of the 
subcommittee. 

Senator Symrneron. Mr. Roberts will be sworn, please. Mr. Goold, 
are you going to testify, also? 

Mr. Goon. I do not know, sir. 

Senator Symineron. Do you solemnly swear the information you 
give to this committee will be the truth, the whole truth and nothing 
but the truth, so help you God ? 

Mr. Roserts. I do. 

Mr. Goorp. I do. 


TESTIMONY OF RALPH S. ROBERTS, ADMINISTRATIVE ASSISTANT 
SECRETARY OF AGRICULTURE, AND W. GEORGE GOOLD, ASSIST- 
ANT DIRECTOR OF PERSONNEL, IN CHARGE OF SECURITY AND 
INVESTIGATIONS; ACCOMPANIED BY RALPH KOEBEL, ASSISTANT 
GENERAL COUNSEL; HOWARD PICKARD, ATTORNEY, OFFICE OF 
THE GENERAL COUNSEL; AND ERNEST C. BETTS, JR., DIRECTOR 
OF PERSONNEL 


Senator Symingron. Will you identify the people at the table with 
you. 

Mr. Roperts. On my right, Mr. Chairman, is Ralph Koebel, Gen- 
eral Counsel’s Office, U.S. Department of Agriculture; on his right is 
Mr. Howard Pickard, General Counsel's Office on my left, Mr. Goold, 
of course, and on his left, Mr. Ernest C. Betts, Director of Personnel. 

Senator Symrneron. Mr. Counsel, will you proceed. 

Mr. Scumipr. Mr. Roberts, on March 11, 1960, Mr. Earl C. Corey 
testified before this subcommittee concerning a grain storage opera- 
tion that he was conducting in Portland, Oreg., while serving as Direc- 
tor of the Portland Regional Office of the Commodity Stabilization 
Service. 

Mr. Corey testified before the committee under oath that he was 
never given any instructions concerning conflict of interest by the De- 
partment of Agriculture. 

What we would like to know is: Did the Department of Agricul- 
ture, to your knowledge, advise him of anything concerning conflicts 
of interest ? 

Mr. Roserrs. Mr, Chairman, if I may, I would like first to say that 
I have a prepared statement which has been furnished to the com- 
mittee. 

Senator Symineron. That is correct, Mr. Roberts. 

I have read the statement and made it available to other members 
of the committee, and inasmuch as it is essentially a résumé of the 
rules and regulations of the Department, incident to this problem, it 
was suggested to you that we file it for the record and that you make 
it available to the press; as I understand it, that is satisfactory to 
you. 

Mr. Roserrs. That is, Mr. Chairman, if that is the wish of the 
committee. 

Senator Symrineton. Thank you. 
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(The statement submitted by Mr. Roberts follows :) 


STATEMENT OF Mr. RatpH S. ROBERTS, ADMINISTRATIVE ASSISTANT SECRETARY, 
U.S. DEPARTMENT OF AGRICULTURE 


Mr. Chairman, it is my understanding that you have invited me here this 
morning to discuss with your committee the regulations and procedures of the 
U.S. Department of Agriculture relating to conflicts of interest. In view of 
the nature of some of the programs and activities in which it is engaged, the 
Department for many years has directed the attention of its employees to this 
matter. The Department’s Office of Personnel has the responsibility for develop- 
ing and promulgating departmentwide regulations on personal conduct. And in- 
structions have placed on the heads of Department agencies the obligation to 
inform their employees of the regulations and to report on any alleged irregu- 
larities. 

Moreover, there exists in each of the larger agencies of the Department a staff 
responsible for comprehensive operational and management audits, including 
the investigation of irregularities. As of March 18, 1960, there were 551 people, 
excluding stenographic and clerical staff, assigned to this work. These are in 
addition to a staff of investigators in the Department’s Office of Personnel where 
we have 18 men engaged in personnel conduct and security investigations. 

This latter group conducts investigations on their own initiative, as well as on 
leads or other allegations from within the Department or from the public 
generally. All such information indicating any possible irregularity or miscon- 
duct is carefully and fully investigated. 

For many years the Department has had administrative regulations which pro- 
hibit certain types of outside employment and business affiliations that may in- 
volve conflicts of interest, or which may in any way influence an employee's judg- 
ment in matters pertaining to his official responsibilities. 

In addition, the Department has an “Employee Handbook” that is issued to 
each new employee which incorporates reference to our regulatory requirements. 

While [ will quote from the administrative regulations now current, I should 
emphasize at the outset that the substance of the material I am using has been 
carried in the Department's regulations for many years. Changes have been 
made from time to time only for improving their editorial content and to update 
appropriate procedures. 

Title 8, chapter 55, section 1 of the Department’s administrative regulations 
deals with ‘Personal Conduct.” VParagraph 2000 reads as follows: 

“Duty of employees.—It is the duty of employees of the Department to serve 
the public well and faithfully under the Constitution and laws of the United 
States, and to administer these laws and the work of the Department impartially, 
efficiently, and in accordance with Department policies. Employees shall not at 
any time conduct themselves in a manner that might cause embarrassment to or 
criticism of the Department or interfere with the efficient performance of their 
duties. 

“The Congress of the United States has established ‘a charter of conduct 
against which those in public service may measure their own actions and upon 
which they may be judged by those whom they serve.’ The charter, entitled 
‘Code of Ethics for Government Service’ is reproduced as exhibit 1 of this chapter. 
As agencies have had an opportunity to obtain posters stating the code, and it 
appears on the inside back cover of the “Employee Handbook” all employees 
be familiar with it.” 

You will observe from the paragraph I have just read, the Department has 
incorporated in its administrative regulations the Code of Ethics which the 
Congress by House Joint Resolution 175 adopted for Government employees- 

-aragraphs 7 and 8 of the code provide that no person in Government service 
should engage in “business with the Government, either directly or indirectly, 
which is inconsistent with the conscientious performance of his governmental 
duties”: and that he should never use any information coming to him confi- 
dentially in the performance of governmental duties as a means for making 
private profit.” 

As will be demonstrated from references I will make to specific provisions of 
the Department’s administrative regulations, the two paragraphs quoted from 
the Code of Ethics are merely an affirmation of more explicit prohibitions that 
have been carried in the Department’s regulations for many years. 
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*aragraph 2001 states conduct or activities that are specifically prohibited. 
To save the time of the committee, I will restate only those activities that relate 
to the question under consideration here: 

“a. Accepting from any person, firm, or corporation any favor, gift, loan, un- 
usual discount, service, entertainment, or other thing of value by employees 
whose duties require the enforcement of laws or regulations, or those who are in 
a position to award or influence the award of business or to take or influence 
the taking of any other official action that might affect favorably or unfavorably 
any such person, firm, or corporation. 

“b. Giving or using information acquired through their official positions to 
advance the interests of themselves, their families, associates, or friends over 
those of other persons. 

“ce, Engaging in any personal business transaction or private arrangement for 
profit which accrues from or is based on their official positions or authorities, or 
on official information.” * * * 

“e. Becoming unduly involved through frequent luncheons, dinners, entertain- 
ment, or other social engagements with persons outside the Government with 
whom they have official relationships. This is not intended to prevent the ex- 
change of usual social courtesies which are wholly free of any embarrassing or 
improper implications.” * * * 

“i. Willfully making false, misleading, or inaccurate statements in official doc- 
uments or records, including travel vouchers, or concealing material facts 
therein. * * *” 

Section 2 of the same chapter prescribes regulations regarding “Outside in- 
terests.” Paragraphs 2010 reads in part as follows: 

“Outside work.—No employee of the Department shall perform or be engaged 
in any work on his own behalf or for private individuals, firms, companies, or- 
ganizations, or institutions: 

“a. If the outside work will prevent the employee from rendering full-time 
service to the Department. 

“b. If the efficiency of the employee may be impaired by the performance of 
the outside duties. * * * 

“oe If the work to be done in a private capacity may be construed by the pub- 
lic to be the official acts of the Department. * * * 

“d. If the business connections to be established or property interests to be 
acquired may result in a conflict between the private interest of the employee 
and his official duty or tend to bias his judgment. 

“e, If the doing of such work may involve the use of information secured as 
the result of employment in the Department to the detriment of the public 
service. 

“f, If such employment may tend to bring criticism on the Department or cause 
embarrassment, * * *” 

Paragraph 2011, which is predicated on 18 U.S.C. 434, reads as follows: 

“Interested persons not to transact Government business.—a. General: No of- 
ficer, employee, or agent of the United States shall transact business of the Gov- 
ernment with any corporation, joint-stock company, association, firm, or part- 
nership, or other business entity if he is an officer, agent, or member of, or is di- 
rectly or indirectly interested in the pecuniary profits or contracts of such cor- 
poration, joint-stock company, association, firm, partnership, or other business 
entity. This is a statutory provision, violation of which is punishable by a fine 
of not more than $2,000, or imprisonment for not more than 2 years, or both. 

“b. Disclosure and disqualification: In any case in which an officer, employee, 
or agent has such an interest he shall immediately disqualify himself in writing, 
from acting, and inform the head of his agency of the reasons for his disquali- 
fication. He shall take no action in any such matter unless authorized to do so. 
The head of the agency shall forward a report of the facts and circumstances 
to the Office of the General Counsel for a ruling as to whether there is a conflict 
of interests. A copy of the report shall be forwarded to the Director of Person- 
ne.” 

Section 3 of the chapter deals with “Speculation,” and generally provides that, 
“no employee of the Department shall participate directly or indirectly in any 
transaction concerning the purchase or sale of corporate stocks or bonds, com- 
modities, or other property for speculative purposes if such action might tend to 
interfere with the proper and impartial performance of his duties or bring dis- 
eredit upon the Department.” 

The section then sets up specific prohibitions, paragraph 2019 reading as 
follows: 
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“Speculation in agricultural commodities.—Because of the possible effect of 
certain Department programs on market prices and futures trading, speculation, 
either direct or indirect, in any agricultural commodity is wholly prohibited in 
the case of employees of the Department concerned in any way with the admin- 
istration of acts regulating trading in commodities for future delivery, programs 
for the purchase or sale of commodities, price-support programs, commodity loan 
programs, or other programs which directly affect market prices of agricultural 
commodities.” 

There are two other specific prohibitions stated therein based on statutes. I 
mention them here in order that the committee might be informed fully of what 
our regulations contain. Their existence also helps to explain the reason for the 
Department action, which I wili describe later, in requiring declarations of 
pecuniary interests from certain of our employees. Paragraph 2020a relates to 
administration of the Sugar Act and is predicated on 7 U.S.C. 1157. It reads as 
follows: 

“No person shall, while acting in any official capacity in the administration 
of this act (the Sugar Act of 1937, as amended) invest or speculate in sugar or 
liquid sugar, contracts relating thereto, or the stock or membership interests 
of any association or corporation engaged in the production or manufacturing 
of sugar or liquid sugar. Any person violating this section shall upon conviction 
thereof be fined not more than $10,000 or imprisoned not more than 2 years, or 
both.” 

Paragraph b is also statutory in character. It is contained in the Marketing 
Agreement Act, 7 U.S.C. 610(g¢) and reads as follows: 

“It is unlawful for any person while acting in any official capacity in the ad- 
ministration of the Agricultural Marketing Agreement Act to speculate, di- 
rectly or indirectly, in any agricultural commodity or product thereof to which 
this act applies, or in contracts relating thereto, or in the stock or membership 
interests of any association or corporation engaged in handling, processing, or 
disposing of any such commodity or product. Violation of this provision is 
punishable by a fine of not more than $10,000 or imprisonment for not more than 
2 years, or both.” 

Mr. Chairman, I submit herewith for the record a copy of the complete text 
of chapter 55 of the Department’s Administrative Regulations. 

(The document referred to will be found in the appendix at p. 410.) 

In addition to the administration regulations, the Department, for a number 
of years, has furnished to our agencies for issuance to each employee a handbook 
designated “Agriculture Handbook No. 23.” This handbook is designed to help 
each employee understand the work of the Department of Agriculture. It tells 
him not only of the benefits and privileges derived from employment in the De- 
partment, but defines his obligations and responsibilities as a member of the 
Department’s staff. In section 3 of the handbook, under the heading “Conduct 
as an Employee,” reference is made to the detailed provisions of title 8, chapter 
55 of the administrative regulations, which I have just discussed. The follow- 
ing two paragraphs on page 18 of the handbook are pertinent: 

“In the Department, as in any other large organization, certain rules and 
regulations have been established to guide employees in their conduct as public 
servants. It is expected that each employee will avail himself or herself of the 
opportunity to become familiar with the Department regulations so that he or 
she may render the highest type of service possible. You will find a more de 
tailed statement with respect to employee conduct in chapter 55, title 8, of the 
administrative regulations of the Department. These regulations are available 
in the personnel offices of each agency. 

“In localities where you do not have the Federal Personnel Manual or the 
administrative regulations readily available, consult your agency instructions or 
your supervisor.” 

Section 3 also includes relevant statements of responsibility under side titles, 
“Business Relations” and “Speculation,” on page 20. 


“Business relations 


“Rules governing the personal conduct of employees are found in the adminis- 
trative regulations of the Department, title 8, chapter 55. If you enforce regu- 
lations or are in a position to award or influence the awarding of business or to 
take or influence the taking of any other official action, you are forbidden to ac- 
cept entertainment, favors, or gifts from those with whom you have official 
relations. 
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“You may not use your position, or information acquired through it, to ad- 
vance the interests of yourself, your family, your business associates, or your 
friends over those of other persons.” * * * 

“Speculation 


You are prohibited from speculating, either directly or indirectly, in any agri- 
cultural commodity if you are in any way concerned with the administration of 
acts of regulating trading in commodities for future delivery, programs for the 
purchase or sale of such commodities, price support programs, commodity loan 
programs, or other programs which directly affect market prices of agricultural 
commodities. 

“You may not participate directly or indirectly in any transaction concerning 
the purchase or sale of corporate stock or bonds, or property for speculative 
purposes, if such actions might tend to interfere with the proper and impartial 
performance of your duty or bring discredit upon your Department.” 

Title 8, chapter 56, of the administrative regulations prescribes authority for 
personnel investigations, outlines responsibility and channels for reporting on 
matters involving misconduct or acts of impropriety of any kind, and defines 
the interrelationships that must exist between the staff of investigators in the 
Department Office of Personnel and the agency heads and their respective in- 
ternal audit and investigation staffs. 

Paragraph 2075, of chapter 56, on scope and authority for personnel investiga- 
tions reads in part as follows: 

“Authority.—The Office of Personnel has the function of conducting person 
nel investigations for all agencies of the Department, and is authorized to make 
such investigations relating to the Department’s business and its employees. 
This includes investigation of misconduct, falsification of official records, includ- 
ing time and attendance reports and purchase and travel vouchers, acts of im- 
propriety, and other alleged wrongdoings on the part of employees * * *” 

Section 2, of chapter 56, covers “Investigation responsibilities and procedures.” 
Paragraph 2080 reads as follows: 

“Responsibility—a. General: Agencies of the Department have the primary 
responsibility for the enforcement of Department regulations and agency 
instructions. 

“b. Corrective measures: Heads of agencies are responsible, in the event that 
instances of delinquency, misconduct, or fiscal irregularities on the part of 
employees occur, for seeing that corrective measures are taken promptly with 
respect to any supervisory, organizational, accounting, or other administrative 
factors that may have contributed to the occurrence.” 

Paragraph 2081 provides that “each agency head shall issue such instructions 
as will insure that cases of alleged personal misconduct or delinquency of em- 
ployees are properly reported.” After directing that complaints regarding 
conduct of employees received from sources outside the agency shall be referred 
to the Director of Personnel, the paragraph enumerates types of misconduct 
that must have appropriate investigative attention in the Office of Personnel, 
among which is “Conflict of interest.” 

In order that our total investigative competence might be coordinated and 
utilized most effectively, paragraph 2082 provides that in those agencies which 
have independent program investigation or internal audit staffs, the agency 
head shall issue such instructions as will insure that cases of alleged program 
irregularities shall be reported to, and investigated by, such staffs. These in- 
clude investigations of known or alleged irregularities in violation of laws or 
regulations pertaining to participation in official programs on the part of con- 
tractors, vendors, producers, borrowers, or others. If, during the course of an 
audit inspection or other program investigation, allegations are made or evidence 
is obtained indicating possible violation of law or misconduct on the part of a 
Department officer or employee, the agency head is required to report such fact 
immediately to the Director of Personnel who, in the light of facts and cir- 
cumstances in each individual case, will determine whether the agency investi- 
gation staff, the Office of Personnel, or some other Government agency will pur- 
sue the investigation. 

A few of our smaller agencies do not have internal audit or investigative 
staffs. Paragraph 2084, of chapter 56, is intended to cover such cases. It pro- 
vides that the agency head, in any agency that has no internal audit or investi- 
gation staff, shall issue such instructions as will insure that allegations or com- 
plaints of fiscal or program irregularities, or employee misconduct are re- 
ferred to the Department’s Director of Personnel for investigation. 
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I have for the record, Mr. Chairman, the complete text of chapter 56 which 
also prescribes procedures to be followed on the completion of investigations, 
the handling of investigative reports, and so on. 

(The document referred to will be found in the appendix at p. 440.) 

In addition to other safeguards, it should be mentioned that most of the 
employees of the Department who are in grade GS-15 or above, particularly 
in the commodity and marketing areas, occupy positions that have been desig- 
nated as sensitive. Thus, the occupant of any such position has been the subject 
of a full character and background investigation. Investigations of this kind 
are made also on contracting officers regardless of grade. 

Applications for employment and other personnel documents also frequently 
provide leads to possible conflicts of interest. Where such is the case they are 
referred for appropriate adiministrative action. Applicants for important posi- 
tions of responsibility, particularly in sensitive areas, are interrogated before 
appointment regarding their private business interests. Some have not been 
employed because of their private holdings, or because the applicant felt that 
it was too great a sacrifice to divest himself of the holdings in question. 

Although the Department of Agriculture had taken the steps I have outlined 
here this morning to inform employees of their responsibility, and of their ob- 
ligation to comply with the regulations, we felt that we should do more to assure 
ourselves that employees are complying with these requirements. After review- 
ing practices in some of the other Government departments and agencies where 
somewhat comparable problems exist, we determined that we should obtain 
from certain of the employees in the Department a report of their pecuniary 
interest in private businesses and of private employment, if any. 

In view of the diverse nature of the Department’s activities, we found it 
difficult to formulate a limited declaration covering all possible situations. A 
form of questionnaire that might be peculiarly applicable to the Commodity 
Exchange Authority would not be broad enough in scope to meet adequately the 
needs of an organization such as the Commodity Stabilization Service or the 
Farmers Home Administration. Accordingly, it was decided that we should 
obtain a declaration of pecuniary interest or private employment from all em- 
ployees in the Department in grades GS-13 and above, and from all other em- 
ployees regardless of grade who are in positions involving procurement, con- 
tracting, or other authority where there was a reasonable possibility of a con- 
flict of interest. This declaration included the employee's interest in stocks, 
bonds, certificates or other evidence of ownership in any corporation, proprietor- 
ship, or partnership; or right to income from rents, royalties, patents, fees, 
commissions, mortgages (including deeds of trust), or any other form of pecu- 
niary interest in any business enterprise irrespective of whether it does 
business with the Department, whether held in the employee’s name or for his 
benefit, in the name of his or her spouse, minor children, or other dependents; 
any private employment for profit of any nature, including acting or serving as 
agent or representative, either in his behalf, or for any person or firm doing 
business, or interested in doing business, with the Department. 

On December 31, 1959, the Secretary of Agriculture issued memorandum No. 
1486 prescribing the use of the form and requiring that it be submitted by all 
employees in the grades and categories indicated above by the close of business 
February 1, 1960. The memorandum also required that new employees in the 
Same grades and categories must execute a similar declaration before entering 
on duty. Moreover, it requires that all employees who subsequently acquire 
pecuniary interests in, or employment by firms doing business with, or interested 
in doing business with, the Department shall execute a supplemental report 
immediately. This declaration has been obtained from 15,045 employees. 

A copy of Secretary’s memorandum No, 1436, together with a copy of the form 
and instructions for its use, is submitted for the record. 

(The document referred to will be found in the appendix at p. 436.) 

As a result of this action, some cases have come to our attention where there 
might be a conflict of interest. On the basis of the information reported by the 
employee, it is not possible to say whether there is or is not a conflict. However, 
We are giving them further study, including an interview with each employee 
in order to get necessary additional facts. If there has been no violation of 
law and no wrongful intent on the part of the employee, he will be given the 
opportunity to dispose of the holdings in question. In each case, however, where 
the facts warrant, the case will be referred to the Department of Justice for 
appropriate action. 
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As a result of our efforts over the past few months in strengthening the 
Department’s procedures, including the employee declaration I have already 
mentioned, we expect to codify in the administrative regulations continuing re- 
quirements for the submission periodically of a similar report by all employees, 
and a regulatory requirement that all new employees execute a similar form 
before entering on duty in the Department. The form of the present declaration 
may be modified somewhat in subject-matter coverage or catgories of employees 
from whom it is obtained. However, it is not anticipated that the substance of 
the form or the general approach will be altered substantially. 

Within my knowledge it has never been the policy of the Department of 
Agriculture to conceal facts regarding its operations or any wrongdoing on the 
part of the employees. 

In all cases where the circumstances have warranted, action has been taken 
to separate the employee. Where it has appeared that a possible violation of 
law might exist, the case has been referred immediately to the Department of 
Justice. This will continue to be our policy. 

Mr. Roserts. This statement I have prepared furnishes a back- 

ound for the answer to the question the counsel has asked. It out- 
fives the provisions of the administrative regulations of the Depart- 
ment of Agriculture that have been in effect for many, many years, 
It refers to paragraphs in our handbook for employees, which is 
furnished to employees of the Department of Agriculture. It states 
the facilities we have within the Department of . Agriculture for per- 
sonal conduct and related investigations. 

It proposes that there be inserted in the record not only those 
provisions but also those regulations of the Department of Agricul- 
ture which outline the responsibilities of the Office of Personnel, the 
responsibilities of the heads of the several agencies of the Depart- 
ment, as they relate to personal conduct, as they relate to investiga- 
tions regarding personal conduct, and as they relate to carrying out 
the management affairs of the agency. 

The statement also outlines the steps the Department has taken 
recently to obtain from designated groups of employees a declaration 
of their pecuniary interest or of their private employment. These 
statements have been filed with the Department of Agriculture and 
are now being reviewed. 

The steps which the Department has taken, Mr. Chairman, I think 
give ample evidence that the Department has not been rapt nice 
in discharging its responsibility to inform its employees of the oblig: 
tions they “have to adhere to the law. And in the case of Mr. Cotes, 
it may very well be that.a stautory provision has been violated. 

In addition, there are other steps which are taken by the agencies 
to implement. these departmental regulations. Now, specifically, in 
answer to the question raised by counsel, I should remind the com- 
mittee that Mr. Corey has been employed in the Department of Agri- 
culture off and on over a period of a good many years. 

He first entered the Department back in 1938, and remained in 
the Department until September 1946. He reentered the Depart- 
ment of Agriculture in June of 1954 in the Office of Foreign Agricul- 
tural Relations, and soon thereafter transferred to the Cc ‘ommodity 
Stabilization Service. 

During this period of his employment, he occupied positions of re- 
sponsibility which would require that any prudent man in the dis- 
charge of those responsibilities would make himself aware of the 
law, ‘whish he is presumed to know under the law, and would make 
himself aware of the regulations which are available in the Depart- 
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ment which he has a responsibility to administer as the the head 
of an office. 

Over and above the regulations which are referred to in my general 
statement, and over and above the responsibility which a _ public 
official has to acquaint himself with information on his responsibilities, 
we have other facts which make it apparent to us that Mr. Corey ha 
ample opportunity to know not only that the Department had admin- 
istrative regulations, and that they had a handbook which prescribed 
what was misconduct, but that he knew some of the provisions of 
those regulations. 

In the Department of Agriculture the administrative regulations 
require that the head of an agency issue such appropriate directives 
as will assure compliance, first of all, as well as knowledge by the 
agency employees of the regulations—but call them specifically to 
their attention. 

These instructions take various forms because they are peculiarly 
adapted to the organizational structure and the administrative proc- 
esses within each given agency. 

Mr. Chairman, I have a copy, which I would be glad to put in the 
record, of an issuance by the Commodity Stabilization Service. 

Senator Syminetron. You want to put it in the record ? 

Mr. Roserts. Or I will read from it, whichever you prefer. 

Senator Syminetron. How long is it ? 

Mr. Roperts. Well, what I will read is very short. 

Senator Symineron. Fine. 

Mr. Roserts. If you wish it, I will furnish it to the committee 
or put it in the record, the Commodity Stabilization Service— 

Senator Symineron. What is this that you are reading from? 

Mr. Roserts. I am reading from a document that is identified In- 
struction 10, 110-1, Action by all CSS, that is Commodity Stabiliza- 
tion Service, divisions and offices, and ASC State Offices. 

Senator Symineton. What is the date on it? 

Mr. Roserts. The date is August 23, 1955. 

It outlines the system of administrative issuances in the Com- 
modity Stabilization Service and defines briefly the responsibility of 
designated officials to carry out these instructions. 

On page 2 of this document under paragraph (e) and the heading, 
“Directors, Commodity Stabilization Commodity Offices,” is the fol- 
lowing paragraph: 

Senator Symineron. Is that what Mr. Corey was? 

Mr. Roperts. Yes, sir. 

Senator Symineton. Was he given this, is that what you are get- 
ting at ? 

Mr. Rosrrts. I say this was issued to all heads of Commodity Of- 
fices, to all officials in the Commodity Stabilization Service. 

Senator Symineton. Did you send it out with a covering letter, or 
did you just mail it out as a form ? 

Mr. Roserts. This was issued as an Instruction. It is not a form. 
It is an Instruction from the Commodity Stabilization Service. 

Senator Symineton. Who signed it? 

_Mr. Roserts. It is signed by Mr. Walter C. Berger, who at this 
time was Associate Administrator of this Service. 
58385—60—11 
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Senator Symineaton. And it was sent out to Mr. Corey on what 
date ? 

Mr. Roserts. It was issued generally. 

Senator Symineron. | am just trying to identify it. 

Mr. Roserts. It was issued generally, Mr. Chairman, on August 
25, 1955. 

Senator Symineton. Was Mr. Corey then in the Regional Office ? 

Mr. Roperts. Yes, he was. 

Paragraph (e), to which I was referring, Mr. Chairman, read as 
follows: 

Directors of CSS Commodity Offices shall be responsible for development and 
issuance of internal procedures needed to carry out their program and adminis- 
trative responsibilities, and they or their designees shall approve and sign such 
procedures. This authority does not include the issuance of procedures directed 
to ASC State and County Offices. 

Senator Symineton. What is the point of your reading that? 

Mr. Rozerrs. If I may proceed, Mr. Chairman. 

Senator Symineron. Right. 

Mr. Ropserts. This is the general instruction which establishes the 
procedure in the Commodity Stabilization Service for the issuance of 
their own administrative instructions and regulations to the heads of 
their offices and to the heads of their divisions. 

Senator Symineron. What you have read—— 

Mr. Roserts. In pursuance of this. 

Senator Symineton. I want to be sure. What you read is something 
which Mr. Berger sent out from Washington to tell Mr. Corey what 
he should do, how he should instruct the people who were under him; 
is that correct / 

Mr. Roserts. That is correct. 

Senator Symineron. Thank you. 

Mr. Roserts. This was the final instruction that established the 
responsibilities of heads of offices and certain officers in CSS regarding 
their management responsibilities. 

On August 27, 1953, there was issued in the Commodity Stabiliza- 
tion Service to all branches—— 

Senator Symrneron. Excuse me. Is this a new form? 

Mr. Roserrs. I am identifying now another Instruction which was 
issued 

Senator Symrnetron. Another Instruction ? 

Mr. Roserrs. Which also went out to all employees of the Com- 
modity Stabilization Service. 

Senator Syminoron. | think for the sake of the record, if after you 
read from these, if the committee agrees, it will all be made a part of 
the record. Without objection, it will all be made a part of the record. 

(The documents referred to will be found in the appendix on pp. 
403 and 431.) 

Senator Symrneton. This is all dated 2 years before the one you 
previously read. 

Mr. Roserts. Yes, sir. 

Senator Symincron. What do you propose to read from that? 

Mr. Roserts. This is part of the same issuance procedure of the 
Commodity Stabilization Service to implement the Department regu- 
lations which are referred to in my formal statement. 
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Senator Symineton. The one you are reading now was issued be- 
fore Mr. Corey took this position ¢ yt. 3 

Mr. Roserts. Yes, sir. Under “responsibilities of employees,” 1s 
the following statement : ; 

Senator Youna. Let me ask you a question at this point: When 
these instructions are sent down, are they sent with a covering letter 
or just sent in blank form ? 

Mr. Roserrs. It is in the form of an issuance itself, Senator Young, 
addressed to all the branches and offices and all employees, and in 
this case was signed by Mr. Braswell, who was then Deputy Adminis- 
trator of this agency. 

The purpose of this document, which is headed “Types of Miscon- 
duct. Which Subject an Employee to Disciplinary Action,” under the 
statement of purpose, “To inform employees of activities and conduct 
prohibited by law or by the Administrative Regulations of the De- 

yartment of Agriculture.” Under the heading of “Responsibilities of 
Rounteonen,” after stating that “most employees comply with laws 
and regulations which govern their employment,” it reads: 





Only rarely do employees deliberately violate those laws and regulations. For 
protection against the possibility of violations, it is important that employees 
be informed about the types of misconduct for which penalties may be imposed. 
Exhibit A attached lists many such offenses, but it is not intended as a complete 
listing. Other examples of improper conduct may be inferred by comparison 
with those listings. In addition to the need to inform himself concerning this 
matter and to comply with the laws and regulations, an employee has the fol- 
lowing responsibilities with respect to the actions of other employees: 

Senator Symineton. What you are really doing is reading the regu- 
lations of the Department of Agriculture with respect to the conflict- 
of-interest situation ; is that correct, Mr. Roberts ? 

Mr. Roserts. Yes. Iam reading 

Senator SymincTon. You gave us a 14-page statement in which you 
had in considerable detail additional regulations. The committee is 
willing and anxious to put in the record whatever it is that you want 
the record to contain, but what we want to know is: What was Mr. 
Corey asked to do beyond these normal releases which he got in the 
course of his duties ? 

In other words, it looks as if this signature is a form signature on 
this pamphlet—it is a pencil signature here of Mr. Braswell on this 
form. 

Now, what I want to know—— 

Mr. Roserrs. I think it must be—— 

Senator Symineron. What I would like to know from you: What 
have you in the way of a letter, if anything, to Mr. Corey? He says 
that he was never informed or contacted verbally or in writing with 
respect to this question of conflict of interest, and now just bear with 
me a minute. I have had some experience in executive departments 
myself, and you have forms that go out. In addition to that, you have 
periodic checks in the establishments that I have been in, generally 
under an inspector general. 

What the committee would like to know: Is there any justification 
for Mr. Corey’s statement that nobody visited him or wrote him a 
letter, a direct letter to him, beyond the various forms that you are 
reading into the record ¢ 
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My suggestion would be you can make those forms available to the 
press and available for the record—but we are all rushed for time 
and what we would like to know is where, beyond the normal forms 
that you send out, where it would appear that at least one of the signa- 
tures is a mimeographed signature, and where it is our understanding 
he had as high a position as anybody in the Department of Agric ul- 
ture outside of W ashington—what was the direct contact with him? 
That I think is what counsel wants to know, because that is what he 
told me he would like to find out. 

Mr. Roserts. Mr. Chairman, I appreciate that. But I think that 
the question has been asked, What was done to inform Mr. Corey of 
his responsibilities?) The Department issued certain regulations, ad- 
ministrative regulations; they issued a handbook. Those are covered 
in my prepared. statement. 

Now, I am trying to show that bridge between those instructions 
and Mr. Corey was ‘made even though it may not have been made by 
an individual letter addressed specific cally to him. 

After all, he was the head of an office. These instructions were 
issued to the heads of the offices. This was issued to him in that ca- 
pacity. So it was addressed to him just as much as it was to anyone 
else. 

I am trying to show the bridge that exists, if I may proceed, which 
I would like to do, Mr. C hairman. 

Senator Symrineton. We would be very glad to have you proceed, 
except the fact you have already given the regulations. 

Mr. Rorerts. These are not “the regulations. These are the issu- 
ances by the agency in which he was employ ed, which shows that the 
agency did issue instructions to him and others in a similar apacity. 

Senator Symrneton. These are the forms that were sent out? 

Mr. Roserts. The instructions which were sent out, yes. 

Senator Symineron. As forms? 

Mr. Roserts. Instructions. 

Senator Symineton. Yes, instructions. 

Mr. Roserts. They were not forms. They were instructions. 

Senator Symineton. With the instructions did you send him a 
letter ? 

Mr. Roserts. This is a form letter, Mr. Chairman, which was ad- 
dressed to all in a similar capacity 

Senator Symrneron. One final 

Mr. Roserts. By the head of the agency. 

Senator Symrneron. One final question. Was there any check 
made on him in addition to these form instructions that were sent out? 

Mr. Roserts. Any check in what respect ? 

Senator Symineton. Did any body visit him, did anybody ask him 
about it, did anybody call him in to Washington to discuss the ques- 
tion of conflict of interest with him ? 

Mr. Roserts. Let me say this: What happened before he actually 
took office in the Commodity Stabilization Service, the commodity 
office in Portland, I am not prepared to say. I do not know. 

But I do have in the material I would like to have an opportunity 
to present to the committee, I think, evidence which shows that he 
had ample notice of the regulations. 
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In paragraph (b) of this same issuance from the Commodity Sta- 
bilization Service, Mr. Chairman, there is the following: 

If the employee is a supervisor, he should report to the appropriate personnel 
office for investigation any case of known or alleged delinquency, misconduct, 
neglect of duty, fiscal irregularity, violation of regulations, or similar offense 
by an employee. 

Then over in the exhibit itself, there are regulations and I will not 
take the committee’s time to read them, which cover the question of 
outside interests, and which are, in effect, substantially the same as 
the regulations of the Department in this respect. 

Senator Symineron. Mr. Roberts, could I ask you this question: 
Was there ever any suggestion or request made to Mr. Corey that he 
sign a statement that he had no conflict of interest? We have wit- 
nesses coming up here, for example, who have to sign a statement with 
respect to their holdings before they can be confirmed, before certain 
committees of which I am a member, and they give a listing of their 
holdings and those are discussed from the ‘standpoint of possible 
conflicts of interest. 

Have you any evidence of anything that Mr. Corey signed at any 
time before he took his position or at any time since he took his posi- 
tion in which there was a statement on his part that he had no conflict 
of interest ¢ 

Mr. Rozerts. No. We have no such letter in the case of Mr. Corey. 

Senator Symineron. Thank you. 

Mr. Roserts. As I have indicated in my formal statement that is 
in the record, however, we do, for people who occupy or who are about 
to occupy, or who are being considered for an appointment to im- 
portant jobs, have a policy that they shall be interviewed in this 
respect. 

Senator Symineton. When did you interview Mr. Corey ? 

Mr. Roserrs. It is not my responsibility to interview Mr. Corey, 
Mr. Chairman. 

Senator SyminctTon. Has Mr. Corey ever been interviewed in that 
regard ¢ 

Mr. Roserre. May I call on Mr. Goold? 

Senator Symrneton. Certainly. All we are trying to do is get 
the facts. 

Mr. Goon. I do not think we are in position to say definitely what 
transpired when Mr. Corey was employed there. The supervisor who 
was his supervisor at the time he entered on duty in the Department’ ~ 
Foreign Agricultural Service is now serving in Athens, Greece, as an 
attaché. We have not had an opportunity to interview him to find 
out what the situation was. We intend to dothis. 

Further, at the time he transferred from the Foreign Agricultural 
Service to the Commodity Stabilization Service to the job that he held 
just prior to his recent resignation 

Senator Symincron. Mr. Goold, I am sure you can send an airmail 
letter over there. 

Mr. Gootp. Yes; we intend to do that. 

Senator Symineron. We have been on this for some weeks. 

Mr. Gootp. May I say this—— 

Senator Symineton. Is there any standard form for this? 

Mr. Gooip. Yes. 
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Senator Symineron. And you have the testimony and you have the 
record. ; , 

Mr. Gootp. Yes. 

Senator Symincton. Do you know if anybody ever asked Mr. Corey 
to state his holdings or whether he had any conflict of interest before 
or during the time he held his job? 

od Gootp. I can state from my personal knowledge, in regard to 
Mr. Corey, at the time he transferred to Commodity ’ Stabilization 
Service, Mr. Preston Richards was his supervisor. Mr. Richards has 
since deceased and we have no way of finding what he said to Mr. 
Corey. 

Senator Symrneron. So one is in Athens and the other fellow is 
deceased ? 

Mr. Goorp. That is right.: We can state, however, that at the 
approximate period of Mr. Corey’s employment by the Commodity 
Stabilization Service, it was the practice of the then Associate Ad- 
ministrator, Mr. Walter Berger, to interview people about this. Now, 
we have talked 

Senator Symtneton. Have you asked Mr. Berger about it? 

Mr. Gootp. Yes. 

Senator Symrneron. And what does he say ? 

Mr. Gootp. He has no recollection of talking to Mr. Corey specifi- 
cally on this point. 

Senator Symineron. Mr. Corey’s testimony is clear on this. He 
says: 

To my knowledge, there was never any regulation and certainly there was noth- 
ing ever presented to me to sign indicating my ownership in anything. 

Mr. Roperts. Mr. Chairman, I would like to proceed, if I may, 
because I think there is a chain of events here that the committee 
should know about. 

Senator Syminetron. All right. 

Mr. Roserts. Not only were these regulations issued to officers, 
heads of field offices, such as Mr. Corey, which required them to not 
only know the regulations and prescribe regulations, but required 
them to make those known to their employees. There are also two 
other events which cause us to feel that he had ample opportunity to 
know that these regulations existed, and what they were. 

Mr. Corey was ‘appointed to the Foreign Agricultural Service on 
June 21, 1954. I have here, and I would be ol: ad to leave it for the 
record, a bulletin issued to all employees of the Foreign Agricultural 
Service on July 16, 1954, which is identified. 

Senator Symincton. Do you have extra copies of those ? 

Mr. Roserts. I have only this one copy. 

Senator Symineron. Yes, we have one here. 

Mr. Roserts. P.D. Bulletin No. 49, “Obtaining Information on 
Personnel Matters,” is the subject. 

It is the responsibility of the Personnel Division of the Foreign Agricultural 
Service to see that employees are advised on memorandums, regulations, and 
conditions which affect them. Information concerning such subjects as leave, 
retirement, adjustment in pay, civil service status, effective date of appointment, 
compensation rights in case of injury and other related subjects have been 


anticipated and information regarding them has been made available in the 
employee handbook, “Agriculture Handbook No. 23,” revised. 
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Senator Symineron. It does not say anything about conflict of 
interest. 

Mr. Roserts. But it refers to the handbook, the “Agriculture Hand- 
book No. 23,” whic h, in turn, has a paragraph on conflict of interest ; 
and I believe that is not only in the hands of the committee now, but 
is quoted in my prepared statement. 

Then it goes on and says: 


A copy of the employee handbook is given to each new employee and the 
subjects covered therein are discussed with him at the official entrance on duty. 
In addition, Personnel Division memorandums and bulletins are issued to all 
employees from time to time to inform them with regard to changes in these 
personnel matters. Such issuances should be read carefully by each employee. 
If you have not reviewed your copy of the employee handbook for some time and 
would like a current copy, extra copies are available in room No. 5508. All 
employees are requested to direct inquiries on personnel matters which cannot be 
answered by their supervisors to the Personnel Division of the Foreign Agricul- 
tural Service. 

Senator Symineron. Whosigned this? 

Mr. Roserrs. I am sorry, I cannot advise you whose signature 
appeared on it. 

Senator Symineton. There is not any signature on this photo- 
static copy. 

Mr. Gootp. We will try to get you a photostatic copy with one, sir. 

Senator Symineron. If you have a form, and these things—you 


know how they are in Government, they float around. 

Mr. Goon. Yes. 

Senator Symineton. But this one has not got a signature. If you 
had a signature on the original, you would have a signature on the 
photostatic copy, would you not? Youare under oath, you can testify, 


Mr. Goold. 

Mr. Goorp. Yes, sir, Mr. Chairman. I do not have a copy here 
with a signature. We are going to see if we can find one with a 
signature ‘and we will insert it in the record. 

“(The documents referred to follow :) 


U.S. DEPARTMENT OF AGRICULTURE, 
FOREIGN AGRICULTURAL SERVICE, 
Washington, D.C., March 29, 1960. 
To: W. George Goold, Assistant Director, Security and Investigations, Office 
of Personnel. 
From: Arnold R. Beasley, Assistant to the Assistant Administrator, Management. 
Subject: Preparation and issuance of Personnel Division Bulletin No. 49. 

In response to your inquiry, I am furnishing the following information on 
Personnel Division Bulletin No. 49, issued to all Foreign Agricultural Service 
employees on July 6, 1954: 

1. This PD bulletin was prepared and issued under my direction when serving 
as personnel officer (in charge), Personnel Division, Management. The bulletin 
was unsigned, as were all other advisory bulletins of this type at that time. 

2. Personnel Division Bulletin No. 49 was distributed through the central mail 
room of the Foreign Agricultural Service to all employees on the rolls. Avail- 
ability of the employee handbook, “Agriculture Handbook No. 23,” was in this 
way called to the attention of employees whose original copies may have been 
misplaced. New employees received the handbook either in individual or 
in group orientation meetings that were conducted by the personnel division. 

If there are any further questions concerning distribution of the “Agriculture 
Handbook No. 23,” or the implementing procedure, please do not hesitate to 
call me. 

Attachment: PD Bulletin No. 49. 

ARNOLD R. BEASLEY. 
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[PD Bulletin No. 49] 


U.S. DEPARTMENT OF AGRICULTURE, 
FOREIGN AGRICULTURAL SERVICE, 
Washington, D.C., July 6, 1954. 
To: All Employees. 
Subject: Obtaining information on personnel matters. 

It is the responsibility of the Personnel Division of the Foreign Agricultural 
Service to see that employees are advised on memorandums, regulations, and 
conditions which affect them. Information concerning such subjects as leave, 
retirement rights, adjustment in pay, civil service status, effective date of 
appointment, compensation rights in case of injury, and other related subjects 
have been anticipated and information regarding them has been made available 
in the employee handbook, “Agricultural Handbook No. 23,” revised. 

A copy of the employee handbook is given to each new employee and the 
subjects covered therein are discussed with him at the official entrance of duty. 

In addition, Personnel Division memorandums and bulletins are issued to all 
employees from time to time to inform them with regard to changes in these 
personnel matters. Such issuances should be read carefully by each employee. 

If you have not reviewed your copy of the employee handbook for some time 
and would like a current copy, extra copies are available in room No. 5508. 

All employees are requested to direct inquiries on personnel matters which 
cannot be answered by their supervisors to the Personnel Division of the Foreign 
Agricultural Service. 

Senator Symrineton. This is addressed to all employees ? 

Mr. Gootp. Yes. 

Senator Symineron. Would that be every employee in the Depart- 
ment of Agriculture? 

Mr. Gootp. No. Every employee of the Foreign Agricultural Serv- 
ice, Which was the agency in which Mr. Corey wor ked : at that time. 

Senator Symineron. And how many people are in that Service, 
roughly ? 

Mr. Gootp. Roughly, 800. 

Mr. Roserts. Then, Mr. Chairman, we have here for the record a 
photographic copy of a document that is headed, “Commodity Stabili- 
zation Service, Commodity Office, 1218 oucny est W ashington Street, 
Portland 5, Oreg.” It is dated December 3, 1956. It is identified as 
office memorandum No. 261 issued to all employ ees by Earl C. Corey, 
Director, and this has a photographic impression of his initials. It 
says, “Subject: Part-time jobs.” 

And then it reads: 

It has come to our attention that a number of employees are accepting part- 
time jobs after hours. To comply with departmental regulations, each employee 
who has or contemplates such employment must notify the personnel office by 
memorandum giving the following information: Name of employer, type of work, 
and the hour, daily or weekly, employed. While most outside work will doubt- 
less conform with regulations governing such employment, we wish to be certain 
that no employee jeopardizes his Federal position. Early compliance with this 
directive is urged. 

Mr. Chairman, I call your attention to the fact that in this memo- 
randum reference is made to the Department regulations. While the 
specific regulation referred to is regarding outside employment, and is 
again quoted in the prepared statement which I furnished to the com- 
mittee this morning 

Senator Syminoron. These are departmental regulations as to part- 
time jobs. There is no—— 

Mr. Roserts. May I proceed, please ? 
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Senator Symrneton. There is no necessary connection between part- 
time jobs and conflict of interest. 

(The document referred to follows :) 

U.S. DEPARTMENT OF AGRICULTURE, 
COMMODITY STABILIZATION SERVICE, 
COMMODITY OFFICE, 
Portland, Oreg., December 3, 1956. 
Office memorandum No, 261. 
To: All employees. 
From: Earl C. Corey, Director. 
Subject: Part-time jobs. 

It has come to our attention that a number of employees are accepting part- 
time jobs after hours. To comply with departmental regulations, each employee 
who has, or who contemplates, such employment must notify the personnel office 
by memorandum giving the following information: Name of employer; type of 
work; and the hours (daily or weekly) employed. 

While most outside work will doubtless conform with regulations governing 
such employment, we wish to be certain that no employee jeopardizes his Federal 
position. 

Early compliance with this directive is urged. 

Mr. Roserts. The outside interests part of chapter 55, which I 
cover in my prepared statement is in section 2, paragraph 2010. That 
is the regulation to which Mr. Corey refers in his memorandum of 
December 3, 1956. 

The next succeeding paragraph, in section 2, paragraph 2011, 
deals with the subject, “Interested Persons Not To Transact Govern- 
ment. Business,” and then it proceeds: 

No officer, employee, or agent of the United States shall transact business of 
the Government with any corporation, joint stock company, association, firm or 
partnership or other business entity if he is an officer, agent, or member of or 
is directly or indirectly interested in the pecuniary profits or contracts of such 
corporation, joint stock company, association, firm, partnership, or other business 
entity. 

This is a mandatory provision, violation of which is punishable by fine of 
not more than $2,000 or imprisonment for not more than 2 years or both. 

The heading of paragraph 2011 which follows immediately, the 
material to which Mr. Corey refers, is in bold type headed, “Inter- 
ested Persons Not To Transact Government Business.” 

Senator Symineron. I just want to make this comment, if I may, 
that you have read us a lot of forms and regulations. But what I 
am interested in is, what you have done to see that those forms and 
regulations were observed ? 

‘As one of my colleagues just mentioned, you publish these regula- 
tions, you publish laws, and then you have States attorneys, and 
so forth, to see that the laws have been observed. Have you got 
any more conflict of interest cases now in the Department? 

Mr. Roperts. May I answer your first question, Mr. Chairman? 

Senator Symineton. I did not ask a question. I made an observa- 
tion. I would like to ask a question. 

Mr. Roserts. I would like to answer it by saying, if you will 
observe in my prepared statement which has been furnished to the 
committee, I do cover the facilities we have for the kind of followup 
you are talking about. 

Senator Symrneron. All right, sir. Have you any more conflict 
of interest cases in the Department? 

Mr. Roserts. We have some cases that have been developed in 
which there may or may not be a conflict of interest. 
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Senator Symineron. How many of these are you looking at? 

Mr. Roserts. Well, there are about a dozen at the present time 
into which we are looking further. These have arisen as a result 
of the declarations which employees have made pursuant to our 
instruction of last January. 

Senator Symineron. Mr. Roberts 

Mr. Roserts. I want to emphasize that we cannot say that there 
is or is not a conflict of interest at the present time. This involves 
information given by the employee on the form about which we our- 
selves want to conduct a further inquiry with the employee and 
otherwise to determine whether a conflict may or may not exist. 

Senator Symrneron. Mr. Roberts, you have evidence ? 

Mr. Rozserrs. We have no evidence of misconduct 

Senator Symrneron. Have you finished ? 

Mr. Rosrrts. We have no evidence of misconduct in these cases. 

Senator Symincron. Do you know memorandum No. 14364 

Mr. Roperrs. Yes, I do, sir. 

Senator Symineron. And what is the date on that? 

Mr. Roserts. The date is December 31, 1959. 

Senator Symineron. And the net of this memorandum of Decem- 
ber 31, 1959, is to point out if any employee has interests, I read the 
first paragraph : 








The purpose of the attached form is to set forth a policy of the Department 
with respect to the acquisition or holding by Department employees of pe- 
cuniary interests in or private employment by any business enterprises doing 
business or interested in doing business with the Department to ascertain 
whether there may be violations of such policy. 

And then it goes along on that general trend and it has attached 
to it a sheet which shows name of company, type of business, type 
and amount of holdings, date acquired, and in whose name held, how 
acquired, and so forth, whether purchase or gift, private employment. 

Now, this form seems to cover the problem that we are talking 
about, but the date on it is December 31, 1959. I would like, if the 
committee approves, to make this form a part of the record, and with- 
out objection, it will be done. 

(The document referred to will be found in the appendix at p. 438.) 

Senator Symrneron. Have you any other form of this character 
which is in effect, or is this the first one of this kind that has been 
put out by the Department ? 

Mr. Roserts. This is the first one of its kind, Mr. Chairman, that 
has been issued to employees of the Department generally throughout 
all of our agencies. 

From time to time, because of peculiar problems, some question- 
naires have been obtained from employees in particular agencies. A 
number of years ago a form of this kind—not covering information 
as extensive as this—was obtained in REA. 

At another point a form directed at the same problem, was obtained 
from employees, I believe, in the General Counsel’s Office. 

Senator Symrneron. Any from Mr. Corey ? 

Mr. Rorerts. We had none from Mr. Corey. We have had a form 
in which employees in the Commodity Exchange Authority have reg- 
ularly certified that they were not dealing in futures transactions. 

Senator Symrneron. Did the 12 conflict-of-interest. cases that you 
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are now investigating, and which you testified about, before the other 
side of the Capitol, arise out of information that you obtained from 
any form of this character 4 

Mr. Roserts. These cases arose from information obtained in this 
declaration. And I want to emphasize again, I am not sure that con- 
flict of interest is involved. We merely want to satisfy ourselves of 
the individuals. 

Senator Symineron. Without mentioning any names, what do these 
cases concern ¢ 

Mr. Roserts. What do they concern 4 

Senator Symineron. Yes. What do they involve? 

Mr. Roserts. I think I would like to ask Mr. Goold to answer the 
question. He is acquainted with the details of the cases. 

Mr. Gooup. Mr. Chairman, these cases concern employees in vari- 
ous agencies of the Department. Some of the cases have to do with 
stockholdings that they own in companies that are doing business with 
the Government, and with the Department of Agriculture specifically. 

In every case that we have of this type at this moment, the em- 
ployee’s duties in the Department do not involve anything that would 
affect that company. The reason for our further inquiry is to make 
sure there is nothing deeper, no hidden conflict. 

Other cases deal with private businesses the employees may own. 
Again, they are not in position to influence the award of business 
to such businesses in any way. It is a matter of whether it is proper 
that they should have such a holding at this time. 

Other cases that we are looking at involve employees who have 
peculiar talents that the Department employs, and has a need for. 

At times, these people, being experts in their field, are called upon 
to appear before other groups and to write papers, and it is hard 
to say at this point, without further inquiry, whether or not they are 
doing the same work in the Department. 

Senator Symineton. The point I am trying to make—— 

Mr. Gootp. Yes, sir. . 

Senator Symrneton. For example, on the Armed Services Com- 
mittee 

Mr. Goon. Yes, sir. 

Senator Symineron. As soon as people come up for appointment, 
and this started in 1953, their holdings were listed 

Mr. Gootp. Yes, sir. 

Senator Symineron. And there they spent a good many billion 
dollars, and so do you in this agency. , 

Mr. Gooxp. Yes, sir. 

_ Senator Symineton. It was discussed and they were either con- 
firmed or not confirmed, and at all times the interest was in what 
they held, and they made statements. 

_ As I understand it, this form dated 3 months ago is the first time 
in this regime that the employees have been asked to sign a statement 
as to what their holdings were: is that correct ? 

Mr. Gooxv. Let me say this is the first regular departmentwide pro- 
gram requiring the submission of such information by employees. 

Senator Symrneron. Well, we have got a lot of regular forms. 

Mr. Goorp. True. , 
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Senator Symineron. And regular communications, and regular 


pamphlets that have been put into the record this morning; so whether 
they are regular or irregular, do you know of any standard policy 
up until the 31st of December last which made employees show their 
holdings? 

Mr. Gootp. Yes, sir, in some area For example, in the contrast- 
ing officer area of the ( ‘ommodity Stabilization Service, contracting 
officers are required to undergo a ‘thorough background investigation 
which includes an inv estigation of their financial responsibility, their 
assets and their liabilities. 

Senator Symineton. Is Mr. Corey a contracting officer # 

Mr. Goon. No, sir, he was not. 

Senatory Symineron. You see, I am interested for his sake, too, be- 
cause if his statements were not true he automatically perjured him- 
self. 

Mr. Goorp. Yes. 

Senator Symineron. On his sworn testimony when he said nobody 
ever asked him to sign anything and nobody ever talked to him per- 
sonally about this matter, and it is possible—I have done it myself and 
I bet you have, too—to get a form in the office that you do not read; 
and I am just w ondering if there was any standard practice up until 
the 31st of December which made an employ ee list his holdings on the 
basis of presenting possible conflict of interest, and as I understand 
your testimony, there was not any general practice to that end. 

Mr. Gootp. There was no general practice to that end. 

Senator Symrnetron. Thank you. 

Mr. Gootp. It was done in some special cases. 

Mr. Roserts. I should like to add to that, Mr. Chairman, by say- 
ing that my prepared statement clearly indicates that the Depart- 
ment’s policy is—and it is covered in the Secretary’s Memorandum 
1436—to require this kind of a form from all employees entering the 
service. We are reviewing our procedures now to determine how best 
we can effectuate the continuation of this procedure periodically with 
all employees in specific categories. 

Mr. Scumipr. Mr. Goold, you stated Mr. Corey was not a contract- 
ing officer. Did he have contracting officers working under his di- 
rection ? 

Mr. Goon. Yes, he did. 

Mr. Scumipr. And, for example, the Uniform Grain Storage Agree- 
ment and the application that is made for approval of a ws varehouse 
under the Uniform Grain Storage Agreement to a Commodity Office, 
does not the regional office out there have authority over the contract- 
ing officer to determine the acceptance or rejection of that? 

Mr. Goorp. Yes, sir, he does. 

Mr. Scumoopr. In the strictest sense of the term, he would be a con- 
‘acting officer, would he not? 

Mr Goorp. In the strictest sense of the term, no, he was not desig- 
nated a contracting officer. 

Mr. Scu»uprt. But he does have a power of veto or approval of the 
actions of the contracting officer ? 

Mr. Goorp. Yes, sir, he does. 

Mr. Scumipr. So he has ultimate authority for the contract. 
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Mr. Gootp. I would say, Mr. Counsel, in response to that, that he 
had general supervision over all of the contracts administered through 
the Portland office. 

Mr. Scumipt. But it was not in the view of the Department, a con- 
tracting officer relationship that was necessary to check as to their 
outside interests; is that correct ? 

Mr. Gootp. Excuse me. I don’t understand the question. 

Mr. Scumipt. In other words, you checked only the direct con- 
tracting officers, you did not check their superior officers as to their 
outside holdings? 

Mr. Gootp. Let me say there was a thorough check made of Mr. 
Corey. There wasa thorough character and background investigation 
made concerning him. It did not touch on his 

Senator Symineron. Mr. Goold 

Mr. Goon. On his financial holdings. 

Senator Symineron. You cannot call a thorough check on the gen- 
tleman the fact that he holds a third interest in a grain elevator. 

Mr. Gooxtp. Of course, he purchased that, Mr. Chairman, after he 
came into the Department. 

Senator Symrineron. I see that. 

Mr. Scumipr. But until the issuance of the Secretary’s memoran- 
dum, he was never asked to disclose financial holdings ? 

Mr. Gootp. Tomy knowledge, that is a true statement. 

Senator Youne of North Dakota. Mr. Chairman, I would like to get 
into this business of whether Mr. Corey was a contracting officer, I 
would like to get that cleared up. Certainly he was a contracting 
officer. He had the responsibility for every grain storage agreement 
entered into in that area, did he not ? 

Mr. Roserrs. Senator Young, it is my understanding—and I do not 
believe we are dealing only in semantics here—there are specific re- 
quirements for people who have authority to actually execute the con- 
tract. Those people are referred to as “contracting officers.” Mr. 
Corey was not such a person, although, as head of the Commodity 
Office, he had supervision over people who held that authority, and 
he certainly had the authority and the responsibility of review of their 
activity and veto of any action which they may take. 

Senator Youne of North Dakota. He had final authority, did he 
not ? 

Mr. Roserts. He had final authority. 

Senator Youne of North Dakota. He was responsible for all the 
employees in that office, was he not, and their actions ? 

Mr. Roserts. Yes, sir. 

Senator Youne of North Dakota. Why is he not responsible as a 
contracting officer then ? 

Mr. Roserrs. Well, the “contracting officer” is responsible to him, 
but there are certain procedures that are set up, Senator Young, that 
are applicable peculiarly to contracting officers—to the people who 
execute contracts. 

Senator Symrneron. In other words, he was not the purchasing 
agent ; he was only the director of purchasing. 

Mr. Roserts. I think that isa goodterm. I can see you have served 
in the executive branch, Mr. Chairman. 
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Mr. Scumipr. Mr. Roberts, to illustrate Senator Young’s point, 
we had a letter introduced in the record dated May 10, 1956, which 
was addressed to the Three State Warehouse Co., Portland, Oreg.: 
Your facility at Milwaukie, Oreg., State No. 373, Building No. 2, has been 

approved under uniform grain storage agreement * * *— 
then it gave the contract number. The letter was signed, “Very truly 
yours, Earl C. Corey, director, by Henry W. Courtney contracting 
officer,” which shows that the contracting officer was acting as the 
agent for the director, Mr. Corey. I think this illustrates the point 
of Senator Young, that he was a contracting officer. 

(The document referred to appears in the appendix at p. 399.) 

I would like to ask you, Mr. Goold—— 

Senator Coorrr. May I interrupt there. As I understand the testi- 
mony of Mr. Roberts, he says according to the regulations in the 
Department, there is a distinction between the contracting officer 
and the director. It may not be a logical distinction, but “at least 
you have a distinction, you have evolved certain requirements of the 
contracting officer, and they do not apply to the regional director; is 
that. correct ? 

Mr. Rozerts. That is correct, Senator Cooper. 

A contracting officer, under governmental regulations, is required 
to be bonded, certain other things are required of him that are not 
required of the ordinary employee who is not actually executing the 
contracts. I want to make that clear. I do not think that changes 
the responsibility of Mr. Corey, however, for the administration of 
his office. 

Mr. Scumipt. Mr. Roberts, what has your Department done con- 
cerning advisory committees of the Department as to possible conflicts 
of interest ? 

According to the hearings before the Committee on Government 
Operations of the 84th Congress, 2d session, House of Representa- 
tives, held May 23, 1956, it states that Mr. W. A. Richards and Mr. 
L. M. Smith, who were Mr. Corey’s partners in the Three State Ware- 
house Co., were members of the Portland, Oreg., Storage Advisory 
Committee of the Commodity Stabilization Service, and sets forth 
their duties as, I quote: 

The purpose of the committee is to consult with the director of the Portland 
Commodity Stabilization Service on grain problems with particular emphasis 
on storage problems. 

That is the end of the quote. We had evidence that Mr. Corey and 
these two men were members of the Advisory Committee for Grain 
Storage. Are you undertaking any investigation in the Department 
to check these advi isory committees, to chec k the possibility of conflict 
of interest arising from this? 

Mr. Roperts. We have a regulation which requires the agencies 
of the Department to report to the Secretary's Office on all advisory 
committees that are established, and require secretarial approval or 
acting secretarial approval, of the establishment of such committees. 

It requires reporting of membership, and stipulates at the present 
time that it would be the policy of the Department of Agriculture 
wherever possible to conduct its operations without the creation of 
formal advisory committees except where such committees are re- 
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quired by law or where for other administrative reasons their crea- 
tion is desirable. 

A number of these committees have been terminated. I am not 
sure whether this one has or not. I would have to make—put the 
statement in the record on that, Mr. Chairman. 

Mr. Scumupr. Are you doing any particular work at the present 
time on this problem, is the question 4 

Mr. Roperts. It is receiving our attention, and on one or two of 
the more important advisory committees investigations are conducted 
before appointments are made. 

Mr. Scumipr. Whose attention do you mean by “our attention,” 
Mr. Roberts? 

Mr. Roperts. The attention of the Secretary’s Office. 

Mr. Scumipr. And is that personally within your Department’s 
administration ¢ 

Mr. Roserts. I am certainly responsible for the development of 
recommendations in this area; yes, sir. 

Mr. Scumuwr. Have you made any recommendations in this 
respect ? 

Mr. Roserts. With respect to the handling of the committees, the 
reduction in numbers, I have. With respect to what will be done to 
provide forms, declarations—— 

Senator Symineron. Mr. Roberts, excuse me. The question that 
was asked you was the question of in looking into conflict of interest 
incident to these committees, not about the numbers, not about. whether 
there are too many or too little. 

Mr. Counsel, will you repeat the question and let. us try, to get a 
responsive answer. 

Mr. Roserrs. I would be glad to give a responsive answer, Mr. 
Chairman. 

Senator Symineton. We will give you a chance right now. 

Mr. Roserts. I was just going to say, we are giving consideration 
to the extent to which a declaration such as we have prescribed for 
employees should be made applicable to all members of the advisory 
committees. 

Mr. Scumipr. You are considering that. This memorandum was 
sent out in December. 

Mr. Roberts 

Mr. Roprrts. We are following, I should say, we are following the 
recommendations of the Department of Justice in the handling of 
these committees insofar as the antitrust laws, and so forth, are con- 
cerned. We have prescribed regulations on that. 

Senator SyMINGTON. Senator Cooper. 

Senator Cooper. I have to leave, | am afraid, before the session will 
be over, and I wanted to ask a few questions before I leave. 

[ want, before you leave the Corey case, to clarify it at least. in my 
mind, as best as possible. I recognize the chairman is developing the 
fact that there is a larger question involved, and that is the sufficiency 
of your procedures to discover conflict of interest cases. But in all 
justice, I think that we ought not to leave the Corey case hanging 
without some further explanation. 

As I understand it, at all times when Mr. Corey was employed by 
the Department of Agriculture, the Department did have in effect 
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regulations which clearly indicated to its employees that they were 
not permitted to engage in any kind of business which would bring 
about a conflict of interest. 

Mr. Roperts. Yes, sir. 

Senator Coorer. That was based not only upon regulation but also 
upon statute ? 

Mr. Roserts. Yes, sir. 

Senator Coorrr. You make a statement that the regulations were 
made available to the regional offices and the regional offices—Mr. 
Corey worked in one of these ¢ 

Mr. Roserts. Yes, sir. 

Senator Coorer. And in addition to that, instructions were sent to 
the regional directors regarding those regulations ? 

Mr. Roserts. Yes, sir. 

Senator Cooper. Now, the question is—of course, Mr. Corey stated 
he did not know about it. I think it ought to be made clear, though, 
that Mr. Corey did not ever say that he did not receive those regula- 
tions. AsI recollect the testimony, he just simply said he did not know 
whether they were there or not. 

Now, Mr. Corey, how old a man is he? 

Mr. Gooxp. The record will show, sir, that he was born April 13, 
1899. 

Senator Cooper. He has been working for the Department for many 
years. 

Mr. Gootp. Yes, sir. 

Senator Coorrer. You know that in his testimony he said that before 
he entered into these transactions, he was doubtful about their pro- 
priety, and he inquired of a lawyer of the company or one of his asso- 
ciates as to whether or not it was a proper transaction ¢ 

Mr. Gootp. I am sure the record shows that. 

Senator Coorer. You know that he, in response to my question, he 
said he never asked the Department whether or not they were proper 
transactions. 

The point I make, so far as Mr. Corey is concerned—and I am a 
member of the committee—it seems to me very unlikely that a man who 
finds out he is in trouble—very likely, I would say, that he would then 
~ that he never knew about the regulations. 

{r.Gooup. Yes, sir. 

Senator Symrneton. Is that all, Senator ? 

Mr. Roserts. Mr. Chairman, the purpose of my referring to Mr. 
Corey’s memorandum of December 38 to all employees of the Portland 
Commodity Office was to indicate that Mr. Corey in that memorandum 
indicated that he did know of the Department regulations. He refers 
to them. 

Mr. Scumipr. Now, Mr. Goold, this job of investigating for possible 
conflict of interest is in your Department; is that right, sir? 

Mr. Gootp. Yes, sir. 

Mr. Scumipr. How long have you been in charge of that 

Mr. Goorp. I have been in charge of this specifically since Decem- 
ber 1, 1957. 

Mr. Scumipr. I call your attention to the testimony given before 
the Committee on Government Operations of the House under Chair- 
man L. F. Fountain on June 17, 1958, and I quote from the proceedings. 
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The question was directed to Mr. Forester and Mr. Grant appearing 
before the committee : 

Are any major officials of the Department of Agriculture engaged in outside 
employment or business activities ? 

The answer was, “None.” And the Department furnishes a reply 
which appeared in the record which says: 

In regard to question of employment or outside business activities which 
might result in a conflict of interest, we have made inquiry of the major officials 
of the Department of Agriculture who are presently in Washington and reviewed 
the records of all such other officials who were out of the city. The results are 
as follows: 

We have found nothing that under any reasonable interpretation of the stand- 
ards would appear to constitute a violation of the conflict-of-interest statute. 

Now, was Mr. Corey checked at that time / 

Mr. Gootp. No, sir, he was not. As the record will show here, that 
was confined to officials in Washington, D.C. 

Mr. Scumipr (reading) : 

Officials who were presently in Washington and had reviewed the records of 
all other such officials who were out of the city. 

Mr. Gootp. Implying they were Washington officials out of the city 
on temporary business. 

Mr. Scumipr. You did not check the Commodity Office directors # 

Mr. Goorp. No, sir, we did not. 

Mr. Scumwr. Have you since that time checked the Commodity 
Office directors ? 

Mr. Gooxp. Not until our survey of December 31, 1959. 

Senator Symineton. May I I ask a question ? Why would you be 
more interested in the people in Washington than the people out of 
Washington ? 

Mr. Gootp. Mr. Chairman, I did not participate in the hearing 
before Congressman Fountain. It was my understanding at the time 
that this came up that they were interested in the top officials of the 
Department in Washington, D.C., at that time. 

Senator Symineton. Who was interested ¢ 

Mr. Gootp. The Fountain committee, sir. 

Senator Symrneron. Did that not make you think a bit about all 
of the officials of the Department of Agriculture ¢ 

Mr. Gootp. Yes, I am sure it did. 

Senator Symineron. Why did you not send out the form at that 
time when the House was looking at it in 1958 and then later on when 
some real trouble developed you sent it out on the 31st of December 
1959 ? 

Mr. Gootp. Of course, sir, we developed this before any real trouble 
developed. I hope that the record will show that before the Corey 
case was learned of in any way we had moved to get this system into 
motion. 

Senator Symrneron. What made you decide to move? 

Mr. Gooip. We felt that there was a need for it. We felt that we 
should move in order to assure ourselves, the Congress, and the public 
that. we are doing our very best. to keep the affairs of the Department 
in such a way that there will be no conflict, that there will be no 
opportunity for aman tomake a 
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Senator Symineron, | think that is a mighty fine approach, and 
certainly we appreciate it. But if you were having hearings about 
people in Washington in 1958, and there had been some discussions 
about it, [am sure you knew of it before that time, why did you not 
simply write a letter which would just take a few minutes, a form 
letter, and send it to all the employees in 1958 or 1957 or 1956 or 
1955 or 1954 or 1953—like you did in 1959? 

Mr. Goorp. Mr. Chairman, may I say in regard to your question 
that what we should do in this area has been a matter of concern and 
matter of study in my office for some time. 

We had to consider this matter very carefully before we moved. 
We felt that we should check with other major departments of Gov- 
ernment who have problem similar to those that we have, to see—— 

Senator Symineron. Would you be concerned about writing a 
man and asking him to list his holdings if he was a member of your 
Department ? 

Mr. Gooip. We did it. Certainly we were not concerned after we 
developed the procedure. 

Senator Symineron. But you said you were concerned before and 
that is the reason you held it up until December 1959. 

Mr. Goon. That is right. We wanted to make sure our study was 
good, that it was sound, and we were not infringing on the rights of 
our employees any more than was necessary for us to insure that we 
were doing our job properly, 

I may say, that in response to this very question, many employees, 
not only in the Department of Agric sulture, but people in other places, 
felt that we were overstepping our bounds in obtaining a listing such 
as we required here. 

Senator SyMrncron. You mean if you have a Government agency 
that is spending as much as $5 billion a year of the taxpayers’ money 
that you would be overstepping your bounds if you wrote an em- 
ployee that supervises contracts and asked him to list his holdings 
from the standpoint of those he felt might have a conflict of interest ? 

Mr. Goorp. Sir, [am not saying I fe lt that way, no. 

Senator Symineron. Who in the Government did feel that way ¢ 

Mr. Goorp. I am saying that some of our employees who were asked 
to respond to this questionnaire, a very, very few felt that way. 

Senator SyMineron. I thought you said there were other depart- 
ments of the Government. 

Mr. Gooitp. No, Mr. Chairman. We sent out 15,045 such question- 
naires. We received 41 complaints of varying degrees from our em- 
ployees who were asked to execute them. 

Senator Symineron. Is this the 1959 form ¢ 

Mr. Gootp. This is the 1959 form. 

Senator Symineton. Why did you not send it out, say, in 1954, 1955, 
or 1956, in that period ? 

Mr. Gootp. I was not in the Department at that time, sir. 

Senator Symineton. When did you come in, in 1957? 

Mr. Gootp. 1957, yes, sir. 

Senator Symineron. And you did not know what the policy w 
with respect to conflict of interest when you came in? 

Mr. Goorp. I am sure I knew what the Department’s policy was 
within a day or two after I entered on duty. 
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Senator Syminaron. Why had they not done it before if you knew 
what their policy was within a day or two after you came ? 

Mr. Gootp. Well, sir—— 

Mr. Roserrs. Mr. Chairman, I think I should probably take that 
one. 

Senator Symrneron. Let the witness answer the question, if you 
will, because I think this is pretty germane to our problem. 

Mr. Gooip. Yes, indeed. I want to say that the responsibilities of 
office are many, as you know. We would like to do everything at once, 
if it were humanly possible. I am sure we put forth our best effort. 
And as soon as we developed something that we felt was proper, the 
memorandum was issued. 

Senator Symineron. Well now, let me just ask the question again 
to be sure that I got a responsive answer, and I am only doing it to 
try to find out how this thing has developed this way. You say within 
a few days after you came into the Department, you found out what 
the policies of the Department were ? 

Mr. Goorp. Yes, sir. 

Senator Symineton. Why had there been no effort to find out the 
details of conflict of interest which later on you put in yourself, before 
you came? Why was there no effort to find out about the problem 
of conflict of interest ? 

Mr. Goorin. Well, I can state this: the regulations are clear and 
concise as to what the Department will permit in this area. We do 
not ask citizens if they violate the law. We presume people to be 
honest until we find they are not. 

Senator Symineron. [I see. Then you presumed them to be honest 
from the time you took them, and you came in, in 1957, what time 
in 1957? 

Mr. Goorm. I started on duty in the Department, April 22, 1957. I 
had no direct responsibility in this area until December of 1957. 

Senator SYMINGTON. 1957 / 

Mr. Goorp. Yes. 

Senator Symineron. When you came in December of 1957, you 
continued the policy of presuming that people were honest. to ‘the 
point where you did not have to worry about conflict of interest 
except the regular forms? 

Mr. Gootp. Not to the point where we did not have to worry about 
it, sir, not to the slightest, we did worry about it. Wherever we re- 
ceived a complaint, we moved to investigate it thoroughly and where 
we found there was basis for the complaint, we took prompt action 
to remove the employee swiftly from duty. 

Senator Symineron. Now, the point I am trying to make is, Why 
did you change the policy between December 1957 and December 
1959? 

Mr. Goo.p. Just in order, as I have stated, to make sure that we 
were doing a better job. 

Senator Symrneton. I see. 

Mr. Goortp. Than we had before. 

Senator Symineron. Thank you. 

Mr. Scumipr. Mr. Goold, did any employees refuse to sign the 
statement ? 

Mr. Goouip. No, sir, none has refused to sign. 
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Mr. Scumipr. The memo states that it must be submitted by the 
close of business, February 1, 1960. 

Mr. Goon. That is true, yes, sir. 

Mr. Scumipr. So this went out December 31, 1959. 

Does this not give rise to the possibility that someone who did 
have a conflict of interest could have disposed of his holdings prior to 
filling out his form ‘ 

Mr. Gootp. Yes. May I state that we considered that possibility 
at the time we devised the form. We felt, and we still feel today, 
that if a person had true conflict of interest, his holdings would 
be such that they would not be readily disposed of. 

I have no doubt if someone owned some shares of stock that were 
listed on the New York Stock Exchange, for example, that they 
could have disposed of those very readily. But ordinarily, we felt 
those would be minor holdings. Whereas on the other hand, if a 
person owned a business, ordinarily it would take more than 30 days 
to liquidate an interest in such a business. 

Mr. Roserts. Mr. Chairman, may I supplement the statement Mr. 
Goold has made? 

Senator Symineron. Mr. Roberts. 

Mr. Roserts. I think, Mr. Counsel, you must recognize that the De- 
partment of Agriculture has offices not only all over this country, but 
about a hundred of them throughout other areas of the world. It takes 
some time to get forms of this kind out to the people who are in the 
categories where the form is required to be executed. 

You have to give an employee at least an ample opportunity to fill 
out the form and send it in. It requires a reasonable time, and there 
intervened, we thought, a reasonable time from the first of January 
until, I think, the first of February, 30 days. 

Senator Symineron. But could you not ask them when you sent the 
form to tell you of anything they had disposed of between the 31st of 
December to the 1st of February ? 

Mr. Gootp. Yes, we could have. We did not consider it necessary for 
the reasons I have outlined. 

Mr. Ropsgrts. We could 

Senator Symrneron. For example, if a man was dealing heavily in 
the grain business in your Department and he had stock in a grain 
corporation and you sent him a notice December 31 and he gets it 
on the 5th of January, he could move his holdings, and if he knows 
he is in trouble, which he would, if he had any sense, he would move 
them either at a loss in order to get rid of them, and then he files a 
clean statement on February 1. 

Now, inasmuch as the committee has heard that that happened in 
some cases, we are just wondering why, when you sent your form out 
on the 31st of December, you did not say any holdings that you have 
now and liquidate between now and the Ist of February, please register 
on this form, that is, if you wanted to keep the employee as an em- 
ployee of the Department of Agriculture. 

Mr. Gooup. May I state we had no instance brought to our attention 
where anyone liquidated holdings during that period of time and we 
would surely appreciate receiving any information that may be avail- 
able in that regard. 
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Mr. Scumipr. Mr. Goold, on the resignation of Mr. Corey, what was 
his position as far as the Department of Agriculture, was he a civil 
service employee ? 

Mr. Goon. Yes, he was a civil service employee. 

Mr. Scumipr. I wish you would clear up the record from the last 
hearing; there was confusion as to his status. 

Mr. Goorp. Thank you. Yes. 

Mr. Chairman, at the last hearing, Mr. Corey was asked his position 
in th Federal Government, whether it was under civil service or under 
another type of appointment. He did not respond and the question 

yas asked of me. I was speaking from memory and stated he was 
under schedule A in the Department. He was under civil service. 

Senator Youne of North Dakota. I am not clear yet. Is it a re- 
quirement that an office such as Mr. Corey held be under civil service? 

Mr. Gootp. Yes, that is a requirement. 

Senator Youne of North Dakota. He has to be a civil service—— 

Mr. Goorp. It is a position in the competitive civil service, yes, sir, 
Senator Young. 

Mr. Scumipr. He testified he did not take an examination for that 
particular job. Was he appointed then by someone in the Department 
on the basis of a previous examination ? 

Mr. Gootp. Yes. You see, Mr. Corey had been a career employee 
in the Federal Government for a period of some 8 years from 1938 until 
1946. Once an employee’s career status is established, he need not file 
for another examination; he can be appointed to a position for which 
he meets qualification standards without an examination. 

Mr. Scumiprt. So at the time for that particular job he did not take 
a competitive examination for that? 

Mr. Goon. No, sir, he did not. 

Mr. Scumipr. Was his resignation accepted by the Department 
without any special notation or anything other than the usual resig- 
nation ? 

Mr. Gootp. Yes, and I will have to take the responsibility for that 
decision, sir. At the time of his resignation we knew that Mr. Corey 
held conflicting holdings which were not compatible with his Gov- 
ernment job in any way. We knew it was in the interests of the 
Department for him to resign and for him to resign swiftly, and to 
that end we did accept his resignation rather than moving to dis- 
charge him, because had we moved to discharge him, procedural re- 
quirements for removal would have taken much longer. 

We did, too, want to get the case over to the Department of Justice 
as quickly as we could, and those considerations entered into the 
acceptance of his resignation. 

Senator Youne of North Dakota. May I ask a further question. Is 
there any civil service requirement that a man like Mr. Corey dis- 
close any stock that he might hold which would involve a conflict of 
interest ? 

Mr. Goon. No, Senator Young, there is no civil service require- 
ment to this effect. 

Senator Youne of North Dakota. The Secretary of Agriculture has 
to hire these people on the basis of the civil service register? 

Mr. Gootp. On the basis of the civil service register, yes. 
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Senator Symineron. I would like to ask this question. I see in 
the letter accepting his resignation when you knew he was in trouble, 
you say: 

Appropriate arrangements will be made to pay you for the annual leave you 
have earned. 

Is that customary when an employee resigns under fire, to give any 
relief ? 

Mr. Guoxp. Sir, we could not keep him from exercising this right ; 
he had earned the annual leave, and we had no right to deprive him 
of it. 

Am I right on that, Mr. Counsel ? 

Mr. Korset. Leave is guaranteed ; he earned it. 

Mr. Gootp. Leave is guaranteed. 

Senator Young of North Dakota. Mr. Chairman, I would like to 
say, some of these civil service requirements are a bit “screwy.” 1 
merely want to point out, if a new area Federal Housing Admin- 
istrator was hired, one of the civil service requirements is that to 
qualify, he must have a certain minimum salary record previous to 
the time of his application. A person, for example, who had a big 
company, which did a lot of business, a very successful person would 
not be eligible unless he had a certain salary previous to that time. 

Mr. Gootp. Those are some qualification standards, Mr. Senator. 

Mr. Scumipr. Mr. Goold, these 12 cases which you now have under 
investigation as a result of this memorandum sent out December 31, 
1959, have any of those people been suspended from their position / 

Mr. Goon. No, sir, we have found no reason to suspend them at 
this time. As I stated, we did not find any case where their position 
put them in conflict by virtue of their holdings. 

Mr. Roserrs. Mr. Schmidt, I think it should be said, too, for your 
information, that many of these forms are still under review. We do 
not know whether further cases will be brought to our attention that 
may require some further 

Mr. Scumipr. That is, more than these 12 you are talking about? 

Mr. Roserts. We have not completed the review of the 15,000. 

Senator Symrneron. Is this memo 1436 you are talking about ? 

Mr. Roserts. Yes, sir. 

Senator Symrneron. Mr. Roberts, you and I have been around the 
Government a good bit. Handling the kind of money that you people 
handle all over the world, as ate tae en phaHined, do you not think 
you ought to have put this form out before? 

Mr. Roserts. Well, Mr. Chairman, let me say this to you: I think 
when we put the form out, we strengthened very substantially our 
procedures. I think it can be said, however, fairly to the Department, 
that for many, many years, the Department has taken reasonable 
steps to call to the attention of its employees the laws that are applica- 
ble to their employment and to which the Department intends that 
they shall comply. 

It was after the Fountain committee hearing, and I read the testi- 
mony, that I concluded myself that we should strengthen our proce- 
dures. We reviewed our regulations. We amended them and 
strenghtened them, and as a part of the entire strengthening process, 
we determined that it was advisable to do something along the lines 
that are required by memorandum 1436. 
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I think we are the first Department of Government of any size which 
has done this as extensively as we have. 

One or two other Government agencies require limited declara- 
tions—the Internal Revenue Service being one; Maritime Commission 
being another. 

We wanted to be certain before we went ahead with it that we did 
not create a morale problem among our employees, because as Mr. 

Goold has said, it is considered by many employees as being an invasion 
of their privacy. We wanted to be sure that we were not creating a 
morale problem within the Department in doing it. 

Thus we did not get it out as rapidly as we might otherwise have 
done. 

Senator Symineron. But you finally decided it was the right thing 
to do? 

Mr. Roserts. It was the right thing to do, yes, sir; and we are going 
to make it permanent. 

Senator Symineron. I would like to ask you, you feel that you have 
everything as a result of this sad case of this fellow Cor ey, have you 
done everything now to prevent something like this recurring? 

Mr. Gootp. Mr. Chairman, I can only say that until we find that 
someone has evaded us in another manner, we feel that we have taken 
what reasonable steps we can. We are constantly alert to try to im- 
prove our procedures. [Every case that comes, we evaluate our pro- 
cedures in the light of the case, and if we find improvements, we want 
to make them, and we want to make them as soon as we possibly can. 

In direct response to your question, at this moment, except for a 
vigorous followup of all of the information that we get as a result of 
the questionnaire, I know nothing more that we can do, sir. 

Senator Symrneron. You feel that now you have taken steps to 
prevent a future occurrence of this character ? 

Mr. Gootp. We can never stop dishonesty, sir, as you know. But 
if our employees are honest, as we know the vast majority to be, we 
feel that our regulations will be adequate. 

Senator Symineton. You see, Mr. Corey says that he got something 
last June which he read. 

Mr. Gootp. Yes. 

Senator Symineton. And that was the reason that he felt that he 
ought to get rid of his holdings. My only point is that if you had 
done something before that time, he would have had to sign a mis- 
statement of fact. in order to conform to the regulation. You have 
done that now as of the 31st of December, and I think that is fine. 

But I was wondering if you had any other plans or if this is now 
your position with respec to these problems? 

Mr. Goorp. The basic tenets of 1436 are our position at the present 
time. 

Senator Syminetron. Thank you, sir. 

Senator Cooper. 

Senator Coorrr. May I ask if you have considered inquiring of pos- 
sible appointees to supervisory posts of the Commodity Service, these 
questions before they are actually appointed ? 

Mr. Goorp. Yes, indeed, sir. The regulations provide that before 
a person can be appointed now, he must execute this form before he 
comes on duty. 
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Senator Symineton. How high does that go? 

Mr. Gooxp. To the top. 

Senator Younc of North Dakota. Would you yield a moment there. 
Is this a civil service requirement ? 

Mr. Gootp. No, sir; this is a Department of Agriculture require- 
ment. 

Senator Youne of North Dakota. So far as the Civil Service Com- 
mission is concerned, they can own $1 million worth of stock ? 

Mr. Goorp. I do not know; they will have to speak for themselves. 

Senator Youne of North Dakota. Is that not true? 

Mr. Gootp. Well, of course, I am sure that the Civil Service Com- 
mission would insist that employees meet the statutory provisions in 
regard to conflicts of interest. But what they do to assure that prior to 
appointment, they would have to speak for themselves. 

Senator Youne of North Dakota. They do not do anything at all, 
dothey? ‘That is, to check their stockholdings ? 

Mr. Goorp. I do not know. 

Senator Youne of North Dakota. I never heard of it. 

Senator Symineton. Mr. Counsel. 

Mr. Scumipt. Mr. Goold, Mr. Corey testified that his immediate 
superior was Mr. Frank R. McGregor. 

Mr. Gootp. Yes, sir. 

Mr. Scumipr. Mr. McGregor resigned from the Department effec- 
tive October 7, 1959. Did you investigate his situation and did you 
find any evidence of conflict of interest ? 

Mr. Gootp. We made a limited investigation concerning Mr. 
McGregor at the time before we turned the matter over to the Depart- 
ment of Justice, which was September 30, 1959. We had not found 
anything that showed any activity on his part that was in conflict with 
his job as an official of our Department. 

Mr. Scumipr. Mr. McGregor has furnished us a copy of his resig- 
nation. 

Mr. Goorp. Yes, sir. 

Mr. Scumipt. Which states: 

Employee resigned by letter dated October 7, 1959, to return to private 
business. This resignation is accepted in lieu of preferment of charges. 

Mr. Goorp. That is right. 

Mr. Scumipr. There were no charges filed against Mr. McGregor? 

Mr. Gooxp. Yes, there were charges to be filed. 

Senator Symineron. What were they ? 

Mr. Goorp. Charges of deception, sir. At the time Mr. McGregor 
came on duty with the Department of Agriculture, June 23, 1954, he 
filed with the Department copies of letters which purported to be 

resignations from Frank R. McGregor & Associates, and the Council 
for ‘Independent Business. 

He also filed with us copies of letters which purported to be accept- 
ances of those resignations. 

The charges we were prepared to place against Mr. McGregor were 
that, contrary to the assurances he had given to the Department that 
he had severed his business ties, he had not done so, as he was holding 
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himself out to the public as doing business, as evidenced by his name 
in the telephone book and his name on an office door at 1000 Con- 
necticut Avenue NW., Washington, D.C. 

Mr. Scumipr. Did your investigation cover the fact as to whether 
or not that business was actually operated or just listed on the door? 

Mr. Gootp. At the time of Mr. McGregor’s resignation, we did not 
have evidence of any operation of the business. However, he was 
holding himself out to the public as doing business, as evidenced by 
these facts and other information. 

Mr. Scumipr. But you had no evidence that the business was not 
dormant, is that right ¢ 

Mr. Gootp. We had no evidence that it was or was not dormant. 

Mr. Scumipr. So his letter of resignation could have been correct, 
is that true / 

Mr. Gootp. No, I would not say they could have been correct. They 
could not have been correct, because according to the letters that we 
were relying on at the time we appointed him, he had severed all 
business ties. Now, to me that does not mean keeping in the phone 
book a telephone listing or keeping a business name on an office door. 
or other factors that came into consideration in this case. 

Senator SymMiNneron. But his name was in the phone book ? 

Mr. Gootp. Yes, it was. 

Senator Symineron. Was it not! 

Mr. Gootp. Yes, it was. 

Senator Symrneton. In fact, it was, was it not? 

Mr. Gootp. Yes. 

Senator Symineron. He was Mr. Corey’s supervisor ? 

Mr. Goo. Yes. 

Senator Symineron. Have you ever told him what the charges were 
against him ? 

Mr. Gootp. Who? Mr. McGregor? 

Senator Symrneron. Yes. 

Mr. Gootp. Mr. McGregor knows precisely what we in the Depart- 
ment felt was wrong. 

Senator Symineton. You felt he had deceived you? 

Mr. Goon. Yes. 

Senator Symineron. And you demanded his resignation, is that it? 

Mr. Gootp. We told him that —— were to be filed. He in turn 
submitted his letter of resignation before our charges were filed. We 
accepted his letter of resignation in lieu of the preferment of charges 
which were under preparation at that time. 

Senator Symineron. You did not feel you would pursue it any 
further ¢ 

Mr. Gootp. We turned it over to the Department of Justice inas- 
much as we felt there was a prima facie case of a possible statutory 
violation. 

Senator Symineton. What have they done about it? 

Mr. Goon. I have no idea, sir. 

Senator Symineton. How could there be a prima facie case—I am 
only asking—if the business was dormant ? 
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Mr. Gootp. We did not know it to be dormant, sir. 

Senator Symineron. Did you ask him about it / 

Mr. Gooup. Yes, we did. 

Senator Symineron. What did he tell you? 

Mr. Gootp. He told us it was dormant. 

Senator Symrneron. Did you satisfy yourself that it was or it was 
not ¢ 

Mr. Goon. We had no alternative except to turn it over for in- 
vestigation, inasmuch as the position he held, coupled with a business 
listing, to me is information that might lead one to believe there is a 
violation of Federal statute. 

Senator Symineron. He says he withdrew because otherwise 
charges would have been preferred but the charges have been pre- 
ferred anyway, have they not ? 

Mr. Gooxp. We adv ised him what the charges would be. We ad- 
vised him wherein we felt 

Senator Symineron. And the Department of Justice still has no 
charges ? 

Mr. Gootp. They still have the case under investigation. 

Senator Symrneron. Are you interested in the case any further? 

Mr. Gootp. We certainly want to see its outcome, yes, sir, when it 
is finally decided. 

Senator Symineton. And you feel that he deceived you when he 
resigned, is that it, or rather when he got his job? 

Mr. Gootp. When he was employed. 

Senator Symineton. Yes, that is what I meant, sir. 

Mr. Scumipr. You have no reference in Mr. Corey’s letter about 
any charges being filed, is that right ? 

Mr. Gootp. We were not in position to file charges at that time, 
Mr. Schmidt. We did not know at the time just exactly what the 
situation was in regard to his business interests. It would have taken 
us a long time to find out, I say a long time, it would have taken us 
a week or so to find out, and we would have been mov ing into a field of 
investigation that is not the primary job or responsibility of the 
Depar tment of Agriculture. 

Senator Symineton. It took our investigator about 10 minutes. 

Mr. Goorp. Well, sir, it took me about “10 minutes to secure his 
resignation, too. 

Senator Symrneron. All we did was ask him, and he said “Yes.” 

Mr.Goorp. That was the same with me. 

Senator Symineron. That does not take a week, does it ? 

Mr. Gootp. That was the same with me, sir. The same with me. 

Senator Symineron. Senator Young, have you any further ques- 
tions ? 

Senator Youne of North Dakota. No. 

Senator Symineton. Senator Cooper? 

Senator Cooper. No, I do not think so. 

Senator Syminetron. Mr. Counsel, anything further ? 

Well, the committee will recess. Based on the testimony we have 
received in executive session, we will leave it up to Mr. McGregor 
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whether he would like to appear before the committee in open session. 

Mr. Roberts, I want to thank you for your courtesy and your con- 
structive testimony, and, Mr. Goold, too. We appreciate the op- 
portunity of having you with us, in that you say the regulations of 
the Department, to the best of your ability, are now such that this 
cannot occur again. 

Mr. Roserts. Thank you, Mr. Chairman, and if there is any other 
information which we can make available to the committee which 
would be helpful to you, we hope you would let us know. 

Senator Symineron. Thank you very much, Mr. Roberts. 

The committee will adjourn. 

(Whereupon, at 12:05 p.m., the committee adjourned. ) 
















INVESTIGATION OF GRAIN STORAGE OPERATIONS OF 
THE COMMODITY CREDIT CORPORATION 


THURSDAY, APRIL 28, 1960 


U.S. Senate, 
Spectra, INvEsTIGATING SUBCOMMITTEE 
OF THE COMMITTEE ON AGRICULTURE AND Forestry, 
Washington, D.C. 

The special subcommittee met, pursuant to recess at 2 p.m., in room 
312, Old Senate Office Building, Senator Stuart Symington (chair- 
man of the subcommittee) presiding. 

Present: Senators Symington and Young of North Dakota. 

Also present: Senator Mundt. 

Richard M. Schmidt, Jr., special counsel, and George M. Kopecky, 
professional staff member. 

Senator Symineton. The special subcommittee of the Senate Com- 
mittee on Agriculture and Forestry will come to order. 

On March 28, 1960, letters of invitation were issued to the National 
Grain Trade Council, the Grain & Feed Dealers National Association, 
and the National Federation of Grain Cooperatives, as well as other 
interested parties, to appear before this subcommittee. These invita- 
tions were issued because we want the views of the commercial grain 
warehousemen on the Government grain storage program. 

The subeommittee’s invitations have been accepted by all of the 
groups mentioned, and they will appear at times convenient to them. 

Today, we will hear from representatives of the County Elevator 
Committee, of the Kansas City Board of Trade, and the National 
Federation of Grain Cooperatives. 

This subcommittee has, upon the direction of the full Senate Agri- 
culture Committee, been investigating the Commodity Credit Corpor- 
ation, including its handling of Government grain storage. 

It has been estimated by the Department of Agriculture that the 
Commodity Credit Corporation will this year spend $612 million for 
the storage of grain. 

While the farmers receive very little of this money, the entire 
amount is charged to the overall farm program. 

It is our sincere hope that this subcommittee’s work will continue 
to provide a clearer public understanding of the Government grain 
storage program and to point out such administrative deficiencies as 
may exist in the Department of Agriculture’s handling of that 
program. 

Mr. Counsel, who is the first. witness ? 

Mr. Scumipr. Mr. Joseph B. Gregg. 

Senator SymineTon. It is the custom of this committee to receive 
testimony under oath. 
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Will you raise your right hand, please? 

Do you solemnly swear that the information that you will give 
this committee will be the truth, the whole truth, and nothing “but 
the truth, so help you God ¢ 

Mr. Greea. I do. 

Senator Symineron. Do you have a prepared statement { 

Mr. Greaa. I have. 

Senator Symrneton. Would you like to read it ? 

Mr. Grea. I would. 

Senator Symineton. We will be privileged to hear it. 


TESTIMONY OF JOSEPH B. GREGG, KANSAS CITY, MO., PARTNER IN 
MORRISON-GREGG-MITCHELL GRAIN CO. 


Mr. Greece. Mr. Chairman and members of the committee, my name 
is Joseph B. Gregg, of Kansas City, Mo. I ama partner in Morrison- 
Gregg-Mitchell ‘Grain Co., a grain merchandising firm operating 
country elevators, whose principal office is in Kansas City, Mo. 

Senator Syaincron. Do you mind being interrupted for questions? 

Mr. Greece. That will be all right. 

I speak here for my own firm and for a number of other firms operat- 
ing country elevators in the Southwest and principally in Kansas, 
Nebraska, Missouri, and Colorado. I am a member of the Board of 
Trade of Kansas City, Mo., the grain exchange of Kansas City, and 
I am especially authorized to spe: ak for the members of that body who 
also are in the country elevator business. 

The function of the grain trade of the country is to distribute the 
grain acquired from producers to the consumers at home and abroad. 
To perform this task, two kinds of dealers have developed. (1) 
Country grain dealers who take in grain by truck from farmers and 
sell and ship principally by rail or water, and (2) terminal elevator 
dealers who receive grain by rail. In the release of January 21, 1960, 
the Department of Agriculture reported the existence of 9,610 eleva- 
tors furnishing storage services, of which 9,010 were country elevators 
and 600 terminal elevators principally located at large terminal cen- 
ters. Country elevators which do not furnish storage services are very 
numerous. Approximately 1,700 houses are located in the State of 
Kansas, of which approximately one-third are fundamentally han- 
dling houses. 

The Department of Agriculture is currently studying proposed 
reductions in the charges for services compr ehended in the Uni- 
form Grain Storage Agreement. The emphasis in this study is upon 
charges for storage, w hich have been featured in congressional investi- 
gations and in the press—little has been heard of other charges. The 
proposed reduction in the handling charge is of vital interest to those 
in the country elevator business, but it has received little public atten- 
tion. Those most affected have had no one before this committee to 
plead their case. My statement is exclusively directed to the matter 
of the handling charge. My firm is devoted to the country elevator 
business, and I feel qui ialified to speak for this segment of the trade. 

The so-called handling charge is something entirely separate and 
distinct from charges for : storage. It covers the services performed by 
the country elevator dealer at the behest of the Commodity Credit 
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Corporation in moving grain from farms or binsites to the rail point 
to which the Corporation desires transportation. It consists of: (1) 
Accepting the grain in truck at the elevator; (2) issuance of a receipt 
which shows the quantity, the grade, and the protein content; (3) 
loading the grain into railroad cars and billing the cars as ordered; 
(4) and most important—warranting the outturn weight, the grade 
and the protein content. 

For these services, the total compensation received by the country 
elevator under the Uniform Grain Storage Agreement is the handling 
charge, and for many of them virtually all their earnings are derived 
from this source, 

In our area, the present handling charge for wheat is 7 cents per 
bushel. The proposed rate is 5 cents per bushel. This rate we affirm 
is grossly unfair. 

Senator Symineton. What is your rate? 

Mr. Greoaa. The new rate that has been proposed by the negotiating 
committee of the Department of Agriculture makes a reduction from 
7 to 5 cents. 

Senator Symrneton. For the record, when was that proposal made ? 
Mr. Greece. In March. 
Senator Symineton. Who is on the negotiating committee ? 


Mr. Greece. I cannot name them all. Mr. Palmby is the chairman, 
and Mr. McMahon. 


Senator Symineron. Mr. Palmby ? 

Mr. Greae. Yes. 

Senator Symineron. And he works in the Department of Agricul- 
ture ? 

Mr. Greae. Yes. 

Senator Symineton. What is his position ¢ 

Mr. Greee. He is the Director of the Grain Warehousing Division— 
I believe that is his title, sir. 

Senator Symineron. Mr. Pollock testified before our subcommittee. 
Isn’t he the Director of the Grain Division ? 

Mr. Greae. Mr. Pollock is under Mr. Palmby. They have so many 
titles over there, Senator, that I get mixed up. 

Senator Symineron. Then this committee of the Department of 
Agriculture proposed to reduce the rate 2 cents? 

Mr. Grea. Yes, sir. 

Senator SymineTon. That is nearly 30 percent ? 

Mr. Greeae. Yes, sir. 

Senator Symineron. Thank you, proceed. 

Mr. Greaa. Yes, sir. 

It will not, on the average, cover the cost. of these services. 
is no justification for a charge lower than 7 cents. 

The 7-cent rate was established in 1949. What conditions have come 
about to indicate that this rate, once accepted as just, should be re- 
duced almost 30 percent? It is common knowledge that inflation 
has proceeded at a lively rate since 1949. Elevator costs in wages 
and materials have been no exception. 

The Department of Agriculture in recent months has made a survey 
of the operation of grain elevators as a basis for the projected new 
schedule of charges. We are advised by the Department that the 
average direct operational cost of the handling service is 4.6 cents per 
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bushel, and that this figure has been reduced by the Department in 
the amount of one-tenth of 1 cent for unknown variables; the result 
is 4.5 cents, and to this amount has been added by the Department 
five-tenths of 1 cent to cover the items of risk, shrinkage, deteriora- 
tion, and return on investment or a total of 5 cents per bushel as the 
proposed rate. 

Senator Symineron. I want to interrupt for clarification. Am I 
to understand that there has been no increase in the handling rates 
since 1949? 

Mr. Greee. Yes, sir; that is correct. 

Senator Youne of North Dakota. I wonder if the witness would 
review for the committee what is involved in the handling of grain? 

Mr. Greae. In the handling of grain I am speaking strictly from a 
country level at this point, sir—the country elevator. 

Senator Youne of North Dakota. You have that in your statement? 

Mr. Greeae. Yes, sir. 

Senator Youne of North Dakota. All right then. 

Mr. Greee. Is that satisfactory, sir? 

Senator Youne of North Dakota. Yes, sir. 

Mr. Greece. I do not intend to ask the committee to analyze the 
Department’s figure of 4.6 cents as representing the average total 
direct operational costs. Like all cost studies it is open to question. 
For my purpose here I accept it, but call attention to the utterly 
inadequate amounts added to their base as follows: 

First. Grain cannot be handled without some loss of weight, which 
in the grain trade is known as shrinkage. Experience in the trade, 
which I can personally verify, is that such shrinkage in the handling 
operation amounts to a minimum of one-fourth of 1 percent in weight. 
At $2 per bushel for wheat, this represents one-half cent per bushel. 
Weare held liable for that loss by the Commodity Credit Corporation. 

Second. The elevator operator is required to guarantee the quality 
and condition of the grain delivered at inspection points indicated 
by the Commodity Credit Corporation. The dealer must allow for 
any difference in grade or protein content, and wide differences in 
value occurs. Experience shows that this item of expense averages 
one-half of 1 cent per bushel. 

Third. In all fairness, an adequate amount should be allowed for 
a return on the capital investment. ‘The Department has stated that 
6 percent would be a fair return, but sets up 50 cents a bushel as a 
fair average cost of elevator facilities. This figure is nowhere near 
reproduction cost. I will defy anyone to point to a modern, conven- 
tional type grain elevator with proper handling facilities that can be 
built for less than $1 per bushel. But using the Department’s figure 
of 50 cents per bushel, a return of 114 cents per bushel is fully justified. 
An elevator of 50,000 bushels capacity at a construction cost of 50 cents 
a bushel represents an investment of $25,000; a return at 6 percent 
would be $1,500; a turnover of 100,000 bushels would yield 11% cents 
per bushel. 

Something also could be allowed for the risk of the enterprise. A 
shortage of crop yield in the vicinity of the elevator, or a crop failure, 
are among such risks. However, I accept these risks and include them 
with return on investment. 
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I would there like to deviate from my statement a minute, if the 
chairman would permit, to discuss another very definite hazard that 
the trade is faced with. It is the new action of the Food and Drug 
Administration under the Delaney amendment. We in the trade at 
this time do not know from day to day what chemical that is used 
in agriculture might be declared a carcinogen and become actionable 
under the Delaney amendment. And this grain would be subject to 
seizure, and there could be a loss that could be as much as $1 a bushel. 

I wanted to point that out, because it is a problem which has de- 
veloped quite recently. Of course, that happened in cranberries and 
in chickens, which I need not bring up, but we are faced with it, and 
we recognize that. 

Summarizing, there should be added to the basic direct operational 
cost of 4.6 cents, the items of shrinkage one-half cent, quality differen- 
tial one-half cent, risk and return on investment 114 cents, making a 
total of 7.1 cents. 

The Department proposes as compensation for all these items only 
one-half cent, or a total of 5 cents. 

Senator Symineron. That is 714 cents; is that not? 

Mr. Greea. 7.1, sir, I believe. 

Senator Symineron. Isee. Excuse me. 

Mr. Gree. I would like to emphasize that this proposed reduction 
in the handling charge strikes principally at the little fellow who is 
too small to offer storage facilities. One hundred thousand bushels 
would be substantial turnover for one of these elevators. At the pro- 
posed rate of 5 cents per bushel, such a house would earn $5,000. Using 
the Department’s cost figure of 4.6, the annual expense of such a house 
would be $4,600, leaving the meager return of $400. 

I am sure that this committee will realize that it is essential to the 
roper working of the price-support programs to keep these little 
ellows in business. Starving them out seems ill advised. 

The importance of these little fellows to the small communities in 
which they operate should not be forgotten. The local elevator is as 
much a part of community life as the local bank, grocery, or post- 
master. 

In conclusion, I would stress again the fact that the 7-cent charge 
has been in effect since 1949 and that the force of inflation has acted 
upon elevator costs as well as other costs. No changes in methods 
have occurred to cheapen handling costs. The method of operation 
remains the same. 

The Department of Agriculture, in its release of March 17, 1960, 
announcing proposed reduced charges in the Uniform Grain Storage 
Agreement, referred broadly to certain factors thought to justify re- 
ductions—namely, “increased efficiencies, construction costs of supple- 
mental facilities, and larger volume,” but it will readily be observed 
that none of these apply to handling elevators. And so we are with- 
out any supportable reasons for the Department’s radical proposal as 
to handling charges. 

I thank the committee for the opportunity to make this stater ent. 

Senator Symineton. Thank you, Mr. Gregg. You have prese ited 
an interesting and constructive statement. 

Senator Young, have you any questions ? 
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Senator Youne of North Dakota. I would like to ask just this one 
question. The rates proposed by the Department are not final—they 
are subject to change, are they not / 

Mr. Grece. As I understand they are meeting—the committees are 
meeting today and tomorrow, and negotiating. Up to this point we 
have had no reason to believe that they will be ¢ hanged from the pro- 
posed rates that they have made. 

Senator Youne of North Dakota. But the figures are not final ? 

Mr. Greae. I beg your pardon / 

Senator Youne of North Dakota. They are not final figures. 

Mr. Greac. No, sir. 

Senator Youne of North Dakota. I would be very surprised if they 
were. 

Mr. Grece. I would, certainly, hope that they would be changed, 
that is why I am here. 

Senator Symineron. Senator Mundt, we welcome you to the sub- 
committee. It is a privilege to have you with us. Do you have any 
questions ? 

Senator Munpr. I am not a member of the subcommittee, but a mem- 
ber of the full committee. I appreciate this courtesy. I did not get 
in early enough to hear the whole statement, so I have no questions, 
but I would like to associate myself with the hope expressed by the 
witness and by Senator Young that the rates will be changed upward. 

Mr. Greee. Thank you, sir. 

Senator Symrneton. Mr. Counsel ? 

Mr. Scumipr. For purposes of clarification of the record, would 
you give us the length of time that you have been engaged in the grain 
business ? 

Mr. Gree. I guess that I could say all my life. My pitindtede 
started our company back in the 1800’s. My father succeeded him, 
Much to my regret at the time when I was 14 he sent me to western 
Kansas to work in the wheatfields. And then in the elevators. After 
I returned from service in 1946 I took over the operation of our com- 
pany which operates a string of elevators in Nebraska, Missouri, and 
Kansas. 

We were in this business a long time before any Government pro- 
gram came along. 

Mr. Scumipr. For purposes of further clarification of the record, 
you have used the term of 7 cents as the existing handling rate. You 
referred to that in area 3, so far as it concerns wheat, grain, rice, soy- 
beans, and grain sorghums? 

Mr. Greee. That is right. 

Mr. Scumivr. At this present time, under the handling agreement 
and under the Uniform Grain Storage Agreement, this varies by geo- 
graphical areas, does it not ? 

Mr. Greae. Yes. 

Mr. Scumipr. The proposals made by the Department of Agricul- 
ture recognize geographical differences? 

Mr. Greece. In the new proposal ; no, sir. 

Mr. Scumipr. If we use the flat rate of 5 cents a bushel you are 
speaking then of a rate that has been proposed for the entire country ? 

Mr. Grece. Yes. 

Mr. Scumipr. While the 7 cents would have applied up to the pres- 
ent time to area No. 3? 
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Mr. Gree. That is right. 
Mr. Scumipr. Mr. Gregg, I notice that under the present agree- 
ment, for example, in area No. 3 for wheat, the receiving charge is 
6.25 and the loadout is three- quarters of a cent. The loadout charge 
is consistent throughout the country at three-quarters of a cent ‘ 

Mr. Greca. Yes. 

Mr. Scumur. Is there any historical precedent for that ? 

Mr. Greee. Back in 1947 or 1948 they had a handling charge of 624 
in and two-thirds out, making 714 cent charge. If I recall correctly, 
Mr. Schmidt, there was a surcharge in there and this was dropped in 
the negotiations of 1949. 

At that time we arrived at a flat figure of 7 cents, making it 6144 
in and three-quarters of a cent out. 

Mr. Scumipr. Is it your experience that there is any difference on a 
geographical basis for a different load-out charge around the country / 

Mr. Greag. I do not operate in any other part except area No. 3. 
Everything I have otherwise is from hearsay, and it has been due to 
climatical conditions and, also, in some areas due to the fact that the 
volume handled is so small. 

Mr. Scumipr. Mr. Gregg, if I can impose on you in an effort to get 
to all sides of this problem for the record. I pointed out to you prior 
to today’s hearing the report of the General Accounting Office to the 
Congress, particularly, addressed to the chairman of the Committee 
on Agriculture on January 11,1960. The General Accounting Office, 
in discussing premium and discounts for handling houses only, makes 
the statement : 


We believe\that when warehousemen only handle grain for CCC under UGSA, 
premiums should. not. be allowed and warehousemen should be required to pay 
for discounts in cash. : 

Have you had any experience with that particular problem in your 
area ¢ 

Mr. Grece. Ohy yes; we have that trouble all of the time. Un- 
fortunately, my experience has been that it has always been discounts. 
That is my personal experience. The country elevator takes in this 
grain. We stand in‘ between.these grades. We do not have the tech- 
nical equipment at the country elevator level to come up with the 
type of grading that you do arrive at in the inspection departments of 
the different States. For that reason, we quite often find ourselves 
in the position that the grain may be dow ngraded to some extent, 
maybe in test weight a pound or one-half pound, which makes a 
difference, and for that we are required to pay the Commodity Credit 
Corporation in cash. 

Mr. Scumipr. Well now, do you agree or disagree with the recom- 
mendation of the General Accounting Office to where handling only is 
involved whether or not the premium and discounts should be 
allowed ? 

Mr. Greaa. I disagree. 

Mr. Scumipr. And for the reason 
Mr. Greae. Which I just stated. 
Mr. Scumipr. Do you have any further comment on. that ? 
Mr. Greee. No, sir. 

Mr. Scumipr. That is all I have, Mr. Chairman. 
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Senator Syminecron. Mr. Gregg, what do you think the handling 
rate should be in order to include a fair profit, based on efficiency and 
good handling ¢ 

Mr. Greee. In our area I think the 7-cent rate is a fair and equit- 
able rate. And that is why we have tried to make it. In our business 
I use the figure of one-quarter of 1 percent for shrink. 

I will be perfectly holes, our shrink runs almost one-half of 1 
percent. I have leaned backward in the figures. I did the same thing 
on the cost. I did not use actual reproduction cost of $1, but I used 
the Government figure of 50 cents. And I feel that a 7- -cent rate will 
allow the people to stay in and they will not be making an exorbitant 
profit. 

Senator Symrneron. As an ex-businessman, I am interested in page 
5 of your testimony. You say that in the case of the little fellow, as 
you put it, he could make $400 on the basis of the 4.6-cent cost. 

Mr. Grece. Y es, Sir. 

Senator Symineron. But would he not have some of the expenses, 
too, that you have added to the 4.6? 

Mr. Greaa. No, sir. 

Senator Symineron. He would not ? 

Mr. Greaa. You say he does have the expenses ? 

Senator Symineron. Yes. 

Mr. Greece. In the figure of 4.6, sir, the Government did not con- 
sider shrink, quality differences, or risk or invested capital. So those 
costs of 4.6, according to their own survey, are supposed to include all 
other expenses, with the exception of those. 

Senator Symrneron. You do not think that is an accurate cost? 

Mr. Grece. No. 

Senator Symrneron. What do you think that the cost figure should 
be? 

Mr. Greece. Sir; I have not made a survey of that. And to the best 
of my knowledge I cannot find one. I do not feel that I am in a posi- 
tion to make a statement on that. 

Senator Symineron. Has the Department made a survey on it? 

Mr. Greece. Not to my knowledge in handling houses. 

Cenater. Symineron. Do you want to make a rough guess? You 
say that 2.5 addition is necessary for your costs. Would you feel 
that it was 1 or 114, or 2? 

Mr. Greece. You mean over and above the commodity, what the 
base is? I think that my figure of 2.5 cents is an accurate figure. 

Senator Symineron. And that probably would cover them, too? 

Mr. Greca. Yes; asa minimum. 

Senator Symineron. What I am getting at is this, instead of mak- 
ing $400 profit on an earning of $5,000 gross, they would lose quite a 
bit of money ? 

Mr. Greece. Yes; they would. 

Senator Symineron. Do you want to correct your statement in that 
regard ? 

‘Mr. Grece. If it has been misinterpreted. 

Senator Symineron. I think you ought to. This testimony may be 
sent to the Department if they are still considering it. It is entirely 
an administrative procedure. They are consideri ing lowering the 

rates. I am impressed with the statement, but it seems to me that 
you imply on page 5 that there is a profit item figure there of some- 
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where between 8 and 10 percent, or 9 percent and, actually, if they have 
the same type of costs that you have, they can only result in a loss. 

Mr. Grece. I thank you for pointing it out to me. 

Senator Symineron. Iam impressed with your statement. 

Mr. Greca. Thank you, sir. 

Senator Symineron. Mr. Counsel, will you see that the statement is 
sent to the Secretary of Agriculture for consideration such as he deems 
fit and proper to give it ? 

Mr. Scumipr. Yes, sir. 

Senator Symineron. Are there any other questions? 

Senator Munpr. I would Nike | to ask one question, if I may. You 
stated, Mr. Gregg, that there is a variation in rates in various sections 
of the country ? 

Mr. Greac. Yes, sir. 

Senator Munpr. So far as the storage of wheat isconcerned. I was 
wondering what is the basis for that variation ? 

Mr. Greece. You mean the variation in the handling charge? 

Senator Munpr. Yes. 

Mr. Greee. The variation in the handling charge does vary by dif- 
ferent areas. I cannot give them to you exactly. I know that in our 
part of the country that Texas and Oklahoma have a different rate 
than we do in Kansas, Nebraska, and Missouri. 

This has in the past been said to be caused due to the climatical 
conditions, the possibility of insect infestation being greater. 

And in the southern part of the United States where they have a 
differential, that that was based on the fact that their grain was 
delivered to them in much smaller quantities and they had more ex- 
pense in the handling thereof. 

Senator Munpr. Your rate is 7 cents? 

Mr. Greaa. Yes, sir. 

Senator Munpr. What is the range of rates? 

Mr. Greece. I cannot give them to you exactly. Maybe Mr. Schmidt 
has it. 

Mr. Scumipr. Would you like to have that in the record ? 

Senator Munpr. Yes, if the chairman is willing, I would like to 
have it in the record. 

Senator Symrneron. Without objection, they will be made a part 
of the record. 



























Handling and storage charges under new (1960 revision) Uniform Grain Storage 
Agreement 






[Cents per bushel] 























| Truck grain Rail or water grain Commingled 
| storage 
Commodity elles a 

r 

heesna ing| | Loadout | Total | Receiving! Loadout | Total at | Dat Daily | Annual 
eC ievcanckh cided | 2.75 0.75 | 3.50 1.75 0. 7 2. 50 0. 028 10. 220 
BED b« 6 d8cKd dob Dok has 4.25 .75 | 5.00 1.75 75 2. 50 . 037 13. 505 
Se | 4:25 | 75| 5.00 1.75 7 2.50} 1037 13. 505 
Wheat . nore i. 5.00 | 75 | 5.75 1.75 75 2. 50 . 037 13. 505 
Grain sorghums.._....-_.- | 5.00 | 75 5.75 1.75 7} 2. . . 037 13. 505 
I oka anndwme talent 5.00 | 75 5. 7! 1,75 75 2. . 037 13, 505 

Ens wsdelinak bddciccbstabiee 5.00 75 5. 7! 1,75 75} 2 50 | . 037 13. 505 

| REIT: 6. 50 7 | 7.25 2. 00 75 2.75 . 037 13. 505 





| 
| 


192 INVESTIGATION OF GRAIN STORAGE OPERATIONS 


Handling and storage charges under present (1956 revision) Uniform Grain 
Storage Agreement 


[Cents per bushel] 
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Mr. Scumipr. They vary on wheat and other grains, from a low of 
5.75 to a high of 7.25. On oats at the present time it is 2.75 cents, 
flax 6.5, corn 3.75, barley 4.75. Those are uniform across the country. 

But on wheat, rice, and other grains, they have had regional varia- 
tions. 

Senator Munpr. Thank you. 

Mr. Greee. Thank you. 

Senator Symineron. Are there any further questions? If not, we 
thank you again, Mr. Gregg. 

Mr. Greee. Thank you. 

Senator SyMiINcTon. Whois the next witness / 

Mr. Scumipr. Mr. Roy F. Hendrickson. 

Senator Symineton. Will you rise and be sworn. 

Do you solemnly swear that the information you will give the com- 
mittee will be the truth, the whole truth and nothing but the truth, so 
help you God ? 

Mr. Henprickson. I do. 

Senator Symineron. Do you havea prepared statement ? 

Mr. Henerickson. Yes, I think it has been distributed. 

Senator Symrneron. Yes, I have it here. Do you want to read it? 

Mr. Henprickson. I would like to doso. 

Senator Symrneton. You may proceed, but before that, in accord- 
ance with the request of other witnesses, you would not object if mem- 
bers of the subcommittee would like to make comments or to interject 
questions? 

Mr. Henprickson, That is all right. 

Senator Symineton. There are a couple of points on the first page 
that I want to bring up. Also, it is a:fairly long statement as state- 
ments go. 

Mr. Henprickson. There is an appendix attached to the statement. 

Senator SymrineTon. Isee. It is not as long as it looks. 

Mr. Henprickson. It is not as long as it looks. 

Senator Symineton. We will take the liberty of interrupting you, 
if we may. 
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TESTIMONY OF ROY F. HENDRICKSON, EXECUTIVE SECRETARY, 
NATIONAL FEDERATION OF GRAIN COOPERATIVES 





Mr. Henpricxson. Mr. Chairman and members of the committee, I 
am Roy F. Henderickson, executive secretary of the National Fed- 
eration of Grain Cooperatives, Washington, D.C. I am here in re- 
sponse to the invitation extended by your general counsel in your be- 
half. 

During the first public hearing of this subcommittee on January 12, 
1960, you stated, Mr. Chairman, that you did not understand farm 
“cooperatives” or “patronage dividends” paid by these cooperatives. 

Senator Symineron. Mr. Counsel have you looked at the edited 
hearing record concerning this statement made by Mr. Henderickson ? 

Mr. Scumipt. I have. 

Senator Symineton. Does the edited record support that statement ? 

Mr. Scumipr. It does not. 

Senator Syminctron. Have you looked at the record before it was 
edited—as written by the reporter ? 

Mr. Scumipr. Yes, sir, I have. 

Senator Symineron. Does the unedited record support that state- 
ment! 

Mr. Scumipr. It does not. 

Senator Symineton. Will you proceed ? 

Mr. Henprickson. In response to that, Mr. Chairman, this is what 
Iheard. And because I was distinctly shocked at this I did ask for a 
transcript of this record and, of course, I was unable to get anything 
but an edited record. And it is perfectly true that it does not appear 
in the edited record. However, in order to establish whether my ears 
had deceived me, I contacted a considerable number of people who were 
here at this particular meeting and I have seven people who heard it as 
I gave it. And I rechecked with four of them yesterday. 

Now, if this is incorrect I, certainly, want to stand corrected. How- 
ever, this is what I heard and understood. And it is one reason I am 
here, because I am interested in getting an understanding of these co- 
operatives which are distinct institutions. 

Senator Symrneton. Let the record show that the original unedited 
testimony as taken by the reporters, according to counsel of the com- 
mittee, does not substantiate that statement. And I will recommend 
that Senator McClellan of the Government Operations Committee 
have the matter taken up with Ward & Paul, in whom I have the 
highest confidence, and to look into that. That is No. 1. 

I might state that my work with cooperatives has been quite 
extensive. 

This matter might be of interest to you. In 1959, I was the recipi- 
ent of an award from the Missouri Farmers Association, the MFA, 
which is a member of your organization, and one of the country’s out- 
standing co-ops. 

Will you proceed ? 

Mr. Henprickson. Yes. I might add that, of course, it is not un- 
usual for people not to understand cooperatives or patronage divi- 
dends, because they are fairly complex. Now proceeding with my 
statement. 
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Subsequently, in a press statement issued on April 14, 1960, in 
referring to rates under the Uniform Grain Storage Agreement 


(U GSA) you stated in the fourth paragraph: 

The establishment of those rates obviously is the proper function of the 
executive branch, through agreements between the Secretary of Agriculture and 
the warehousemen who store Government grain. 

I agree fully. This paragraph then concluded with this sentence: 
“N either the f? irmers nor the Congress is a party to these negotiations.” 

This is not true in the case of approximately 1.5 million farmers 
who are parties deeply involved with this agreement, as will be de- 
veloped here. As for Congress, at least four subcommittees have dealt 
with this subject in the last. year, and this has profoundly affected what 
have become very one-sided negotiations, if they are negotiations in the 
dictionary sense at all. 

Senator Symineton. I would like to make a comment on that state- 


ment, too. I believe you said that you misunderstood the statement} 


that was made. 

First, I would like to put into the record a list of the individuals 
who were selected by the grain storage industry to conduct nego- 
tiations of uniform rate storage agreements with the Department “of 
Agriculture. This was furnished to our subcommittee by the Depart- 
ment of Agriculture on April 18, 1960. And with the committee’ 
approval I would like to put those names in the record. And since 
there is no objection that will be done. 

(The letter dated April 18, 1960, follows :) 


U.S. DEPARTMENT OF AGRICULTURE, 
Commopiry STABILIZATION SERVICE, 
Washington, D.C., April 18, 1960. 
Mr. RicnHarp M. Scumipt, Jr., 
Counsel, Special Agriculture Investigating Subcommittee, 
U.S. Senate, Washington, D.C. 


Dear Mr. Scumipr: Confirming your verbal request to the Grain Division of 
this agency, we are listing below the names of the individuals who were selected 
by the grain storage industry to conduct negotiations of the uniform grain 
storage agreement with the Department of Agriculture: 


COMMITTEE REPRESENTING NATIONAL FEDERATION OF GRAIN COOPERATIVES 


Roy F. Hendrickson, National Federation of Grain Cooperatives, Washington 
D.C. 

M.D. Guild, Indiana Grain Cooperative, Indianapolis, Ind. 

Frank M. Phariss, Producers Grain Corporation, Amarillo, Tex. 

Fred Maywald, Farmers Grain Dealers Association, Des Moines, Iowa. 

E. J. Barry, Farmers Union Grain Terminal Association, St. Paul, Minn. 

A. W. Nielsen, West Central Grain Cooperative Co., Omaha, Nebr. 


COMMITTEE REPRESENTING TERMINAL ELEVATOR ASSOCIATION 


R. C. Woodworth, Cargill, Inc., Minneapolis, Minn. 

Frank A. Theis, Simonds-Shields Grain Co., Kansas City, Mo. 
Lee H. Wagner, Norris Grain Co., Chicago, IIl. 

H. E. Sanford, Continental Grain Co., Portland, Oreg. 

A. Price Feuquay, Feuquay Elevator Co., Enid, Okla. 

W. J. Brooks, National Grain Trade Council, Washington, D.C. 
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COMMITTEE REPRESENTING GRAIN AND FEED DEALERS NATIONAL ASSOCIATION 


Cc. L. McMillan, Osborne-McMillan Elevator Co., Minneapolis, Minn. 
S. Dean Evans, Sr., Evans Grain Co., Salina, Kans. 


W.H. Blanton, Blanton Grain Co., Carrollton, Tex. 
Leland C. Miller, Federal North Iowa Grain Co., Cedar Rapids, Iowa. 
J.D. Urquhart, Union Elevator & Warehouse Co., Lind, Wash. 


Alvin B. Oliver, Grain & Feed Dealers National Association, Washington, D.C. 
Sincerely yours, 
CLARENCE D, PaLMBY, Acting Administrator. 


Senator Symineron. And second, the full text of my statement on 
the floor of the Senate under date of April 14, 1960, entitled “The Need 
for Cost Knowledge in Setting Fair Grain Storage Rates.” I should 
like to quote some of the parts pertaining to farm storage as follows: 

Second. Is the Department conducting an adequate cost study survey to deter- 
mine the cost of on-the-farm grain storage? 

Third. Does the Department recognize that the farmer does not receive a 
handling rate for his on-the-farm storage as is paid the commercial ware- 
houseman ? 

Fourth. Has the Department considered the fact that any proposed new rate 
will proportionately add to or subtract from the income of the individual farmer, 
since the latter is charged for the initial storage payments paid when crops are 
taken to the elevator for storage under the loan program? 

Those are parts of my statement. 

In connection with that last point, the effect of the grain storage 
rates on farmers’ income, our committee staff asked the Department of 
Agriculture to compile data setting forth the dollar results of the De- 
partment’s proposed storage rates announced by them on March 16, 
1960. May I add that this subcommittee had nothing whatever to do 
with that rate decision. It was an executive function and beyond any 
legislative prerogative of the subcommittee, or, at least, as far as the 
Enemesitlie chairman is concerned. 

These figures submitted by the Department of Agriculture show that 
if such rates had been in effect during the 1958 program year, which 
is the most recent full program year for which figures are available, 
the farmers of this country would have received an additional $7,- 
125,000 in income during that year. 

The Department based this on the fact that the farmers who store 
their grain with commercial warehouses during the loan period prior 
to Commodity Credit Corporation takeover are charged for the initial 
period of storage based on prevailing rates. Hence, they would have 
received during this year, approximately, $11,561,000 more under the 

rice suport program because of lower storage charges being deducted 
m their loan proceeds. 

An offset against this $11,561,00 saving would be the reduction of 
storage payments to farmers under the resealed program after Com- 
modity Grodit Corporation takeover. This would have amounted to 


ent $4,436,000, leaving a net gain to the farmers of 


a 
$7,125,000. 

This is the reason that I made the statement that any proposed new 
rate “would proportionately add to or subtract from the income of the 
individual farmer.” 

Nowhere on the list of negotiators do I see the name of anyone who 
has represented the farmer who stores grain on the farm. 





196 INVESTIGATION OF GRAIN STORAGE OPERATIONS 


My statement, also, had reference to the fact that the present cost 
study of the grain storage costs by the Department of Agriculture is 
being used by them as the basis for their new rate proposal and does 
not cover on-the-farm storage. 

The farmers, in my opinion, have not been represented in the cur- 
a nt negotiations, even though they are vitally affected. I would say 

hat the list of the people involved would ver ify my statement. 

Would you like to comment on that before you proceed ¢ 

(The article from the Congressional Record dated Apr. 14, 1960, 
follows :) 


[From the Congressional Record, Apr. 14, 1960] 
Tue NEED For Cost KNOWLEDGE IN SETTING Farr GRAIN STORAGE RATES 


Speech of Hon. Stuart Symington, of Missouri, in the Senate of the United States, 
Thursday, April 14, 1960 


Mr. SyMIneoTon. Mr. President, recently the Secretary. of Agriculture an- 
nounced that he planned to negotiate new and lower grain storage rates with the 
grain trade. 

It has now come to my attention that certain Members of the Senate have 
requested the Secretary of Agriculture to suspend these negotiations until a 
report is filed by the Special Senate Agriculture Investigating Subcommittee, of 
which I have the honor to be chairman. 

Any report from the Special Agriculture Investigating Subcommittee should 
not and would not contain any specific recommendations as to the rates to be paid 
under the uniform grain storage agreement. 

The establishment of those rates obviously is the proper function of the execu- 
tive branch, through agreements between the Secretary of Agriculture and the 
warehousemen who store Government grain. Neither the farmers nor the 
Congress is a party to these negotiations. 

Upon direction from the full committee, this subcommittee was directed to de- 
termine the facts concerning the administration of the Commodity Credit Corpo- 
ration, of which the negotiation of the uniform grain storage agreement is a 
segment. 

In this work we have had the wise and constructive cooperation of the Gen- 
eral Accounting Office and its able head, Comptroller General Joseph Campbell. 

According to testimony before the subcommittee, in the last 7 years the Depart- 
ment of Agriculture has spent $2% billion for commodity storage; and the 
Secretary of Agriculture repeatedly refe rs to the high cost of this program. 

In recent years the Department has negotiated the grain storage agreement 
twice; and, according to the testimony of the Director of the Grain Division 
itself, it has done so without any actual knowledge of the cost of storing grain. 

Such action—reaching rate decisions without knowledge of costs—violates the 
basie concept of good business management under sound accounting principles. 

Any businessman, whether in a city or on a farm, knows you cannot operate 
efficiently unless you have knowledge of your costs. ' 

Unless and until, therefore, the Department of Agriculture has the same type 
and character of cost information about grain storage that any businessman has 
about his costs, the grain storage program can never be handled with fairness 
and efficiency. 

If the Department continues to try to operate without a proper knowledge of 
costs, it can only continue to set storage rates which result in excessive profits to 
some operators, but denies others the opportunity to earn a fair profit. 

All the waste which results from this kind of “management in the dark” pro- 
cedure is charged to the overall farm program—and therefore to the farmers 
themselves. 

The subcommittee has invited the National Grain Trade Council, the Grain 
and Feed Dealers National Association, the National Federation of Grain co- 
operatives, as well as any others interested, to testify before the subcommittee. 

The subcommittee will thereupon see to it that any such testimony is for- 
warded promptly to the Secretary of Agriculture, in the hope that the testi- 
mony will be of assistance to the Department. 
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The subcommittee will continue its review of the management of the Depart- 
ment of Agriculture, and will ask the same type and character of questions 
that are being asked by farmers, members of the trade, and all citizens inter- 
ested in a sound farm program. As an example, we shall ask: 

First. Is the Department of Agriculture undertaking an adequate cost study 
to negotiate rates so as to prevent some excessive profits at the expense of 
farmers and other taxpayers—but so as also to give opportunity for a fair profit 
to those who are providing needed storage service to the farm communities of 
this country ? 

Second. Is the Department conducting an adequate cost study survey to 
determine the cost of on-the-farm grain storage? 

Third. Does the Department recognize that the farmer does not receive a han- 
dling rate for his on-the-farm storage as is paid the commercial warehouseman ? 

Fourth. Has the Department considered the fact that any proposed new rate 
will proportionately add to or subtract from the income of the individual farmer, 
since the latter is charged for the initial storage payments paid when crops are 
taken to the elevator for storage under the loan program? 

Fifth. Is the Department taking the necessary steps to find out the differ- 
ences in costs between storing grain in certain parts of the country as against 
others? 

Sixth. Is the Department considering a “renegotiation clause” to prevent ex- 
cessive profits? Its own recent survey shows the differences in the cost of stor- 
age to be as much as 50 cents per bushel. 

Seventh. In the Department considering the plight of the operators who, 
while providing necessary services to the farmers in their communities, are 
losing on every bushel of Government grain stored? 

These conditions can be corrected only if the Department has a proper knowl- 
edge of the costs involved. 

The Secretary of Agriculture often talks about the huge cost of storing Gov- 
erulment grain. Only now, however, is any real effort being made to obtain nor- 
mal data about the cost of doing this business. 

If there is anyone who believes the Federal Government should allow some 
to make tremendously excessive profits on grain storage, while at the same time 
denying others a fair and reasonable profit, let him come forward and say so. 

We urge the Secretary of Agriculture to hurry up and get the facts. Only with 
the facts can he make decisions in this matter which are based on good business 
practice under sound accounting principles. 


Mr. Henprickson. You made a considerable statement there in 
terms of length, and I would like very much the opportunity of look- 
ing at it and submitting for the record a statement, because this is not 
ent tirely true with respect to one segment of the representatives on that 
negotiating group, that is, the representatives of the grain coopera 
tives. 

We have the complete interest of the farmers at heart throughout 
with respect to farm storage, also, and resealed rates. I can assure you 
of that, sir. 

Senator Symrncron. Without objection, you can put into the record 
any statement you want to make with respect to my comments. 

Mr. Henpricxson. I would appreciate that very much. 

Senator Symrneron. Let the record show that I came back here, 
because this was the date that was most convenient to you to have this 
hearing. 

Mr. Henprickson. And I appreciate that very much. 

Senator Symincron. And I will be back in Nevada tomorrow after- 
noon, so that I could accommodate myself to your wishes. 

Mr. Henpricxson. Thank you. 

(The statement by Mr. Hendrickson inserted after the hearing at 
this point reads:) 

The National Federation of Grain Cooperatives is represented by six persons 
in these negotiations. I am one of them. 
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Our group of 6 represents the interests of approximately 1.5 million farmers 
who own and control 2,800 farm cooperatives engaged in marketing grain and 
providing related services. It is our responsibility to represent, as best we can, 
the interests of these farmers in local and regional cooperatives and the interest 
of farmers in general. For example, we have and will continue to urge fair and 
reasonable rates to farmers who build farm storage in response to the urging of 
the U.S. Department of Agriculture so as to reseal grain. We regard ourselves as 
trustees of the farmers’ investment in cooperative facilities. We have no inter- 
est wuatever to serve except those of farmers who produce grain and oilseeds for 
the market. 

Senator Symineton. I would like the record to show, too, that I 
have not seen the list of those people who were negotiating. Iam sim- 
ply taking the statement given to me by counsel. I have not had a 
chance to review those names, which I will do, as I will review the 
record very carefully. 

Mr. Henpricxson. Mr. Chairman, I am a member of that group, 
and I am quite familiar with it. May I proceed ? 

Senator SyMineTon. Please do. 


BACKGROUND OF GRAIN COOPERATIVES 


Mr. Henpricxson. The simple fact is that grain marketing cooper- 
atives, about 2,800 of them, are owned and controlled by approxi- 
mately 1.5 million farmers in all of the principal grain and oilseed 
producing areas. They own from 33 to 35 percent of the Nation’s 
commercial grain warehouse space. They had a marketing volume of 
grain and oilseeds in fiscal 1958 of $2.62 billion gross value. It has 
grown since, but figures are not yet available. 

These farmers market all or a part of their grain and oilseed crops 
through their own cooperative marketing associations, They like to 
do business that way because whatever the business operations yield 
above actual expenses is refunded to them under a preexisting contract 
in proportion to the patronage or business they contribute to the vol- 
ume of the cooperative. These take the form of refunds of savings— 
sometimes called “patronage dividends,” which I will explain more 
fully later on. 

These grain marketing associations of farmers are a substantial 
part of about 9,716 farm cooperatives who market farm commodities 
or procure for farmers supplies essential to their farm operations at 
cost. In your State, Mr. Chairman, the Missouri Farmers Associa- 
tion—MFA—sponsors a large number of successful cooperatives, and 
its grain and feed division is a member of this federation. 

Since Tama Jim Wilson of Iowa served as Secretary of Agricul- 
ture under McKinley, Theodore Roosevelt, and Taft, every Secretary 
of Agriculture and every President has supported the principle of 
cooperative organization of farmers to facilitate private business en- 
terprise by them. We prize this consistent bipartisan support. 

Senator Symrineton. Is there a feeling on your part that this com- 
mittee is opposed to cooperatives ? 

Mr. Henpricxson. No, Mr. Chairman, but I was puzzled by the 
fact that three warehousemen have appeared here, and two of them 
were managers of cooperatives who were, in fact, agents for farmers 
and trustees for the investments the farmers had in these cooperatives. 
That seemed disproportionate tome. 

However, I am not saying that in criticism. 
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Senator Symineron. The counsel for the committee tells me that 
we had four, two private and two cooperatives. 

Mr. Henprickson. Only three warehousemen, actually. 

Mr. Scumipr. We had four warehouses. 

Mr. Henpricxson. I realize that there was a fourth. 

Senator Symrneron. Let the record show that in saying that I had 
not read the list of those people who negotiated these matters. How- 
ever, I have the fullest confidence in the counsel for the committee, 
who at great cost of money and time to him has taken on this job, 

Senator Youne of North Dakota. Who were they ? 

Senator Symineron. Let me put in the record at this point the four 
cases in question, if there is no objection from the committee. 

Mr. Henpricxson. May I inquire offhand who was the fourth? I 
am not sure. 

Mr. Scumipr. Newhall Grain Co. from Iowa. In addition there 
was Archer Cooperative, Dudden Elevator, and Equity Union Co-op. 

Mr. Henprickson. Newhall was not represented by its manager or 
any executive. 

Mr. Scumipr. It was represented by Dr. Phillips of Iowa State, 
who conducted the study. 

Mr. Henpricxson. That is right. 

Senator Symineron. What is right, were there four or three? 

Mr. Henpricxkson. I say that there were three warehousemen. Dr. 
Phillips is not a warehouseman. 

Mr. Scumipr. He presented the Newhall Grain Co. case, which is 
part of the record presented in lieu of 

Senator Youne of North Dakota. I think that the 

Mr. Henpricxson. I said three warehousemen. I did not say four 
cases, because I think 

Senator Symrineton. Let us get it correct. Counsel thought that 
there were four, and you thought there were three / 

Mr. Henpricxson. That is right. There were three warehousemen. 
Four warehouses, if you consider the Newhall case. I agree on that. 
May I proceed / 

Senator Symineron. Yes. 

Mr. Henprickson. The farmers who own and control these 2,800 
grain marketing cooperatives are deeply concerned with both the 
terms and conditions and the rates of the uniform grain storage 
agreement. They have observed that three w arehousemen (1 have 
referred to this before) were brought in to testify before you and 
that two of them were managers of farmer-owned cooperatives, sal- 
aried men, working for farmers—in effect, agents for farmers. 











“COUNTRY” OR LOCAL GRAIN COOPERATIVES 


About 2,770 of these farm cooperatives provide primary markets 
for grain and oilseed producers. These are generally referred to as 
country elevators. The structures they own “and control are monu- 
ments to neighborly self-help efforts by producers to meet the price- 
cost squeeze that is smotheri ing many elements of American agricul- 
ture currently. They are found in nearly every rural trade area 
where wheat, corn, barley, oats, rve, flaxseed, grain sorghums, and 
soybeans—crops basic to our Nation’s agriculture—are grown and 
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sold. A few blood enemies of cooperatives seek to drive a wedge be- 
tween farmers and their cooperatives, and I am confident that you and 
other members of this subcommittee would not be a party to such an 
effort as your records clearly prove otherwise. 


FEDERATED OR REGION AL COOPERATIVES 


Long ago these local grain cooperatives, which first begam 104 years 
ago, found that they needed vigorous representation—a strong sales 
voice—at the terminal markets. At first, and for many’ years, they 
were treated there as clodhoppers, iiterlopers, and outcasts. » But 
with passage of the Commodity Exchange Act of 1936, under which 
they could no longer be denied trading privileges at grain exchanges, 
and backed loyally by their farmer-members, they built hearly 30 
of these federated or regional cooperatives. These function at Chi- 
ago, Minneapolis, St. Louis, Kansas City, Omaha, and all lesser 
terminal market centers throughout the Nation. 


HAVE NARROWED MARKETING MARGINS 


The basic function of:grain cooperatives at both primary and ter- 
minal market levels is to:market grain to the best advantage for their 
producer-patrons and to render related storage, handling, and mer- 
chandising services at’ cost by refunding any earnings above cost, 
including any earnings on business done with CCC. 

Increasingly, farmers prefer to store grain in their co-op ware- 
houses rather than in their own granaries because grains are perish- 
able and quality is thus better protected at less cost and less individual 
risk in modern cooperative facilities. Grain in interstate commerce 
must meet increasingly stiffer standards of quality. 

And if I may, I agree with Mr. Gregg, whom I have known for 
a great many years, with respect to the Food and Drug Administra- 
tion hazard which is a very’serious one, indeed. 

Thus, cooperatives have brought into grain marketing a force that 
has improved service and narrowed marketing margins to the ad- 
rantage of both producers and consumers. I do not belong to the 
school which castigates its competitors, and I know that most grain 
firms seek to perform services honestly and well for farmers and CCC. 
It is a very high grade industry, where a man’s word is his best 
bond. 

Nineteen of these regional associations, subsequently joined by 
three more, in 1958 joined together to give their farmers a voice in 
world markets in competition with the big international firms. They 
formed, financed, and staffed Producers’ Export Co. of New York 
City, which seeks to expand quality grain and oilseed markets abroad 
and which has sold for export in a single day as much as 84,000 tons 
of grain and oilseed. 

Why have farmers and the cooperatives they own and control an 
interest in the UGSA? 

Why didn’t these cooperatives content themselves with simply mer- 
chandising. grain, while supplying honest weights and grades to their 
members ? 
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Why don’t farmers obey the advice once given them when they 


protested something at a public meeting: “Go home and slop your 
hogs.” 


CHIEF REASONS FOR EXPANDING STORAGE 





We will examine one area, grain facilities. 

The basic reason that these farmers through their cooperatives 
have expanded storage space has been to prov ide their farmer-mem- 
bers needed facilities so they could house and thereby qualify their 
grain for price supports as authorized and directed to be made by 
Congress. 

To house grain under loan, supplying a warehouse receipt ac- 
ceptable as collateral for a CCC loan, it has been necessary since 1940 
for a warehouse to sign the uniform er ain storage agreement. With 
rare exceptions, co-ops sign this agreement; in fact, most have no 

eal choice in the matter if they are to serve their farmer-members 
‘al assist in their goal of orderly marketing which was also a goal 
of Congress in making loans av: ailable in the first place. 

If the loan is not redeemed—and a great many are redeemed each 

year—CCC then has the right to leave the grain in the warehouse. 
Then, if the warehouse is “full, as has often happened, the co-op 
warehouse is unable to receiv e, house, and market the new crop. 

This situation has occurred thousands of times, especially since 
1949; and cooperatives, heeding the will of the majority of their 
members—usually by unanimous vote of the members—have then ex- 
panded their facilities further. Result: Today, more than a third of 
the Nation’s commercial grain warehouse space is owned and con- 
trolled by producers, and many of them are still heavily in debt for 
this expansion undertaken in good faith. 

The local co-op associations of farmers also often demanded ex- 
pansion of regional or terminal storage facilities to provide a means 
of reconcentrating loan grain, a safe refuge for the overflow from 
country houses of grain “under loan. The search for storage space 
was desperate in some years past. 

This major expansion has been undertaken entirely in the frame- 
work of a long-range goal on the part of producers to dev elop for 
themselves the most efficient marketing system possible operating at 
cost. They heard periodic appeals for storage space expansion from 
both the Brannan and Benson administrations of the Department of 
Agriculture, and they were repeatedly given assurances that Govern- 
ment-owned bins would not be given preference over these facilities. 
They relied on that firm policy, which policy is now more dim and un- 
clear than it has been for at least 10 years. 

Remember, please, that there are elements which have long favored 
Government operation of the grain business. As cooperatives, we 
oppose that 100 percent. 

Senator Syminaton. I would like to ask a couple of questions for 
my own information. Do you feel that the assurances given you for 


use of Government-owned bins have been lived up to by the Depart- 
Ment or have not. been ? 


Mr. Henpricxson. I would say that up until recently, they have 


been lived up to reasonably well, in both the Brannan and Benson 
administrations. 
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Senator Symincron. They could not have been lived up to “until 
recently” in the Brannan administration. 

Mr. Henpricxson. I said, beginning with the Brannan administra- 
tion—the Brannan and Benson administrations—the understandings 
that. were reached and the rules that were established at that time, 
were lived up to quite well. I would say, however, recently we find 
this policy has grown very, very dim and uncertain, 

Senator Symineron. All I am trying to do is to get information. 

Mr. Henprickson. Yes, sir. 

Senator Symrneron. On this situation. 

Mr. Henpricxson. Yes, sir. 

Senator Symineton. When you said “until recently”—until when ? 

Mr. Henprickson. Well, I would say the development has come 
since, oh, perhaps, the last 5, 6 months, up until that time, I think the 
policy was reasonably clear and followed reasonably well. 

Senator Symrneron. And the last 5 or 6 months, what has been the 
switch that has not conformed to that ? 

Mr. Henprickson. Well, there have been a lot of changes. And 
there is at present. I have seen a new ruling this morning. But I 
do not consider it to be an official copy at this time. It is policy, 
enunciated by the Chicago regional office which stated specifically 
with respect to grain taken over under the loan program this year, 
that the policy would be to fill the bins to the brim first before the 
grain was available for commercial warehouses. 

Senator Symrineton. To fill the Government bins? 

Mr. Henprickson. That is right, that is right. 


Senator Symineron. What was the date on that, did you say? 

Mr. Henprickson. I do not—I cannot give you the date. I only 
saw a draft of it this morning. But I do not want to state that asa 
fact, because the copy I saw was a photostatic copy and was not an 
official one. The date was the early part of this week. 

(Statement subsequently presented for the record by Mr. Hendrick- 
son :) 


The ruling has been modified since the earlier version. The new instruction, 
Circular Letter No. 695, issued by the Chicago regional office of the Commodity 
Stabilization Service, under date of April 27, 1960, states in part: 

“1. Reconcentration out of bins.—We do not expect to move corn out of bins to 


make room for takeover this fall.” 

Senator Youne of North Dakota. How long has the present grain 
storage agreement been in effect ? 

Mr. Henprickson. The present one was negotiated in 1956 and has 
been in effect since that time. It will expire-as of June 30. 

Senator Youne of North Dakota. Was the rate increased in 1957? 

Mr. Henprickson. I developed that further in the paper—in 1956 
the rate was increased, we think, as we analyzed it, roughly, 5 
percent in the case of short-time storage and reduced approximately 
5 percent for storage of a year or in excess of a year. That is the 
evaluation we gave it. 

Senator Youne of North Dakota. In spite of this grain storage 
agreement, is it not a fact that there has been a constant shortage space 
in the spring wheat area, until the last year? 

Mr. Henpricxson. That is my impression, sir. 
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Senator Youne of North Dakota. How do you account for the fact 
that the grain dealers have not increased their storage more ? 

Mr. Henpricxson. I think there are several reasons for that. One 
of them is the fact that spring wheat is in the high construction cost 
area very definitely. With the schedule of rates in effect, and taking 
into account that you cannot be sure that the policy will continue in 
effect for more than a very few years—that means nobody can see 
beyond a few years—I think the feeling was that this would be an 
unwise investment on the part of a great many. You will find what 
it costs from actual bid data of certain elevators, that we call the 
country-type, built in North Dakota, Minnesota, and South Dakota, 
in the last few years, later in my statement. You will notice from 
that some annexes were built in the magnitude of 60 to 70 cents a 
bushel, but when it came to storage, a complete house of a size that 
was practical, the cost was $1.50 and $1.25 per bushel or so. When 
it comes to a terminal at Duluth or Superior, you have to keep in mind 
that they are situated on the lake shore. A terrific piling cost builds 
up with respect to any construction there. I think there has been 
hesitation for the reasons of high cost. 

Senator Youne of North Dakota. While we are on this subject, 
would you care to comment on the testimony, if you heard it, the 
co-op elevator at Lincoln, Nebr., I believe it was. Their testimony was 
that their storage costs, the costs of construction per bushel, was 30 
some cents per bushel. 

Mr. Henpricxson. It was quite low, yes. I have some comments 
with respect to that. That was the case where the testimony was 
brought out to the effect that the so-called cost of accounting figure 
of profit to cost was 167.18 percent, I believe. I have a number of 
comments on that. 

In the first place, it was for 1 year. 

In the second place, I, personally, believe that some very subjective 
allocation of costs as between merchandising and warehousing were 
made there which tended greatly to increase allocation of costs to the 
merchandising operation and underallocation to the storage segment. 

That particular enterprise has a very interesting history. And if 
you are interested, Senator Young, if Iam permitted to do so, I would 
like to give you a little of the history of it. 

Senator Youne of North Dakota. I would like to have it, because 
it may be typical of many other grain operators. 

Mr. Henprickson. It just happens that this was the case where on 
January 12, Robert Puelz, the general manager, testified here—he was 
on here for 12 minutes—it was a very short appearance. 

Senator Symineron. If you will yield, Senator. He was given all 
of the time that he wanted, was he not? 

Mr. Henpricxson. I believe the impression—I was here, Mr. 
Chairman—and the impression that I have from him is that he felt 
that he was not given an opportunity, but we will say that you ad- 
journed the session at 1 o’clock and 1 o’clock was there. 

Senator Symrneton. There never has been anybody before any 
committee I have had anything to do with, who was not given full 
opportunity to testify. 

Mr. Henpricxson. That is my impression of it. However, I know 
his feeling. 


58385—60-———14 








204 INVESTIGATION OF GRAIN STORAGE OPERATIONS 


Senator Symincron. I do not know what impression you have. 
do not know what the witness means. 

Mr. Henprickson. The big point I would like to make, Mr. Chair- 
man, and Senator Young, is this, that many people confuse the con- 
cept of profit to cost with net profits, and this is what happened. 
I agree. This led to many sweeping generalizations of excessive 
profits. And, in my opinion, the whole matter deserves to be placed 
In perspective. 

This cooper ative was organized on January 20, 1916, at Orleans, 
Nebr., and in 8 days the farmers raised some $ 20,000 to ¢ reate a selling 
voice at the Kansas City Market. It was a modest commission busi- 
ness. Cars of wheat were being sent down on consignment, and that 
is all it amounted to. By 19% 26 it was still minor, and very nearly 
folded in the drought pens and the depression of the 1930's 

By 1949, however, the farmers in that area were desperate for 
storage space with wheat being piled on the ground. I happen to 
know because I was consulted in the matter by the board of direc- 
tors of this organization. And they decided to build an elevator at 
Lincoln, Nebr. 

The first unit that they built for their members who are in western 
Nebraska, eastern Colorado, northwestern Kansas, was the unit of a 
million and a quarter bushels. The next point, I think, is extremely 
impertant. 

The contract failed to be realized in terms of the time schedule. 
They finished their elevator after the harvest season was over. The 
veal was that they had empty space and the Commodity Credit 

‘orporation asked to send corn for storage there. And on this corn, 
whe h they stored for the Commodity Credit Corporation, they lost 
a very substantial amount of money. 

It was a matter of not being able to load out the grade that was 
brought in at that time. 

Then they finally reached a position where they were able to receive 
wheat and the place was filled with wheat in no time at all. Then 
under the Uniform Grain Storage Agreement, they were forced to 
leave the wheat there and new space was needed. And so they added 
space. 

A unit of a million and a quarter in 1951 was added; in December 
of 1953 another unit of 2 million 300 thousand was added. 

They began filling this big new vertical reinforced concrete eleva- 
tor in March of 1954. 

Then there were two great tragedies that happened there. The 
first one was that 23 of these big silos went out. 

Senator Symineron. What } you are talking about is that the Puelz 
elevator. 

Mr. Henpricxson. The Puelz elevator. 

Senator Symrncron. Have you discussed this matter with Mr. 
Puelz? 

Mr. Henprickson. Yes. 

Senator SyminetTon. Do you know that he wants to testify again 
before this committee? 

Mr. Henprickson. I do not believe that he wants to testify. I 
believe he has sent a statement in here. 
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Senator Syminecron. I just asked the counsel, and counsel said that 
he put some additional matters in the record. 

Mr. Henprickson. I believe he has. 

Senator Symrneron. Mr. Counsel, are you prepared to say that 
the witness asked to testify again, if so, we will be very glad to have 
him come before the committee and at that time we may have some 
other people with some other figures which are interesting, to appear, 
also. We thought that Mr. Puelz was highly satisfied with his 
testimony. 

I notice that the chairman of the full committee was here at the 
time. None of us had any idea that he wanted to give any further 
testimony, nor that he had any request of the committee at this time 
or anything further to say. If you will be in touch with him 

Mr. Henprickson. Fine. 

Senator Symincron (continuing). We will be glad to have him 
testify before the committee. 

Mr. Henprickson. Fine. 

Senator Youne of North Dakota. I would like to have the rest 
of the history of the operation, because I think it is typical of so 
many elevator concerns. They can make a lot of money for a year 
or two, and then lose everything. 

Senator Symineton. Will you furnish the information that he 
wants? 

Mr. Henprickson. What happened, Mr. Chairman, was that they 
began filling this new elevator, or the addition to it, in March of 1954. 
It ‘just happens that Lincoln, Nebr., is an area where there are some 
rather difficult subsoil conditions. One end of the battery of 23 of these 
very large silos began to settle and to crack up. There was a big cement 
slab underneath. This began to settle in some way. The grain had 
to be moved out quickly. And the capacity of these 23 tanks was 
532,690 bushels. 

The manager at that time—that was before Mr. Puelz was the man- 
ager—was a man by the name of Bern Mendenhall. I knew him very 
well. Through overwork and worry—and this is what his family has 
told me—the overwork that was incident to this led to his premature 
death at this particular time. That was in the spring of 1954. 

The foundations were finally stabilized ; the tanks were repaired. 

Later that year, at an out-of-pocket cost of $58,951, or 11 cents a 
bushel, the storage revenue lost during the repair period was some- 
thing over $62,0( 0, 

This was a very difficult situation, the costs,and soon. The farmers 
were patient and stubborn, too, in their enterprise, and their confidence 
was unshaken. They knew, as Great Plains farmers, that 1 year’s 
good fortune or ill luck cannot be projected over long periods, and 
that the aver ‘age of their operations over a series of years is a sounder 
= It was not until the years 1956, 1957, 1958, and 1959 that the 
last of the non-interest-bearing revolving fund certificates, or the cer- 
tificates of participation, so-called, whic h were issued by this coopera- 
tive in 1943, 1944, 1945, 1946, and 1947, totaling $329,000, were 
redeemed in cash. 

They left their‘money in without any interest during this entire 
period. I believe that any fair cost study must take into account a 
fair return on all capital. And this was not done, in my opinion, for 
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that amount or for other noninterest patronage certificates of partici- 
pation outstanding. Account was not fully taken of the fact that 
they had invested funds in their local cooperative as of April 80, 1959, 
of $1,300,000 as capital stock on their enterprise on which they 
chose to pay themselves only 2 percent interest when the rate on 
similar collateral would simply have been close to the viciinty of 
8 percent. 

We should take into account, upon liquidation, the holders of these 
equities are the last to share in the proceeds of liquidation. 

I believe that is all I would like to say on that in connection with 
that particular thing. 

Senator Symineron. Thank you. 

Senator Youne of North Dakota. I would like to thank you. 

Mr. Henpricxson. I would like to proceed. 

Senator Syminecron. What do you think the proper figure should 
be? And you know, our figures came from the General Accounting 
Office ? 

Mr. Henpricxkson. I do not know. 

Senator Symrncron. This committee wants to develop the facts. 
If that percentage is wrong, we would be the first to correct it. What 
do you think it should be? 

Mr. Henpricxson. I would not venture an opinion on it. I am 
familiar with operating statements of this cooperative since 1949, 
but I am not familiar with the audits, and I am not a cost accountant. 

Senator Symrncron. We have some other figures, and these come 
from the Department of Agriculture itself. I do not think that I 
will read them into the record. Maybe we had better talk about them, 
because they are very high. 

Mr. Henpricxson. You mean for other institutions or for this insti- 
tution ? 

Senator Symrneron. This is a part of their survey. And I would 
like to talk with you about them some time. 

Mr. Henpricxson. I will be very glad to do so. 

Senator Symineton. This comes from the Department of Agricul- 
ture itself, a commercial grain storage survey for direct operational 
costs. 

Mr. Henprickson. Yes, I will be very glad to do. 

Senator Symrneron. All right. 

There is one other thing that I want to ask you a couple of ques- 
tions about. First, you say that the cost of grain storage was in- 
creased in 1956? 

Mr. Henprickson. It was decreased for one category and increased 
for another. In general I will tell you the rate structure was changed 
so much it was very hard to interpret. You always have to remem- 
ber that these are per diem rates. For analysis we use annual rates. 
But that is sometimes misleading. 

Senator Symrineton. I am only asking for information—was there 
a net increase ? 

Mr. Henpricxson. We say that there was a net increase, approxi- 
mately, 5 percent for the short-term storage, that is, less than a year, 
and a decrease of, approximately, 5 percent on storage where the per 
diem carried on beyond 1 year. 

Senator Symineton. Does that balance out evenly ? 
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Mr. Henprickson. I would say this that it is a very difficult thing. 



















od This tremendous range. In some areas, the impact of the surplusage 
59, | IS very great, that is, they gather chiefly in some areas. In other 
hey | ®reas, “and later on in my statement, I want to develop, for instance, 
on | the situation with respect to some of the soft red wheat which is raised 
of | in Missouri on east, a tremendous amount of it, and you will 
realize that soft red wheat, for instance, had a carryover of over 20 

ese | million bushels for years now. Asa result 

Senator Symrneron. Let us go back to what I was asking about. 
ith | As I understand it, when you answered a question of Senator Young, 

you said that there had been an increase in the rate in 1956. 

Mr. Henprickson. No, that was not what I said—I am sorry. 

Senator Symrneton. I thought you said that. 

Mr. Henprickson. What I said there was that there was a change 
uld | in the rates at that time which represented an increase of about 5 per- 
ing cent for the storage up to, approximately, 1 year's time or 365 days, 

while there was a decline of, approximately, 5 percent where you car- 
ried the storage in the same place beyond 365 days. : 
ates Senator Symrneron. All right. Was there any change in the stor- 
hat | @ge.rate between 1949 and 19567 

Mr. Henprickson. Yes—yes, I will get into that. 
am | . Senator Symrnaton. I just wanted to ask about that. Was it an 
949, | increase or a decrease 4 

; Mr. Henprickson. Between which years now ? 
ant. ~ ee 
ome | Senator Symineton. 1949 and 1956. 
on Mr. Henprickson. 1949 and 1956? On handling charges they were 
em, unchanged. , 

Senator Symineton. That is what I asked the question for. That 

sti- | 8 What I asked the first question for. In other words, I was im- 
pressed with Mr. Gregg’s statement. 
ala Mr. Henprickson. Thatisright. | 

Senator Symrneton. I am wondering why there was a change in 

the storage rate, if there was any change in the handling rate be- 
oul. | tween 1949 and right up to now. That was the purpose of my ques- 
ynal } “on. ; 

Mr. Henprickxson. The handling charges have been left constant 

since 1949. I was present at practically all of those negotiations. 

And I would say that the feeling was that the storage rates in certain 
nes instances were not compensatory, and that certain costs have gone up. 
“in. | Lhey have advanced a very great deal. At a later point, Mr. Chair- 

man, I develop the increase in the rates, since 1940, and the number 
ised | @d the time. 
ged Senator Symineton. What I was trying to find out was whether 
a there was a change in the storage rates as costs increase, and we all 
ten. know they have increased since 1949. 

Mr. Henpricxson. That is right. 
~ Senator Symineton. And no change in the handling rate? 

Mr. Henprickson. Well, I think 
outs Senator Symrnaton. I also heard that they wanted to reduce the 
ear, storage rates. I am wondering why it was not done in a sort of 
per universal change, instead of just picking one out and not changing 


another. 
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Mr. Henpricxson. I think that there are a great many complex 
reasons that might go into it. It really goes back to this, that get- 
ting at costs with respect to handling is a very difficult matter. A few 
years ago the Department had, for instance, a special study made by, 
T believe the University of Washington, and it was a highly profes- 
sional study. And what it revealed with respect to the range and the 
variations in handling charges was simply terrific. 

However, that was not typical of other areas. I am not answering 
your question precisely. All I am saying is that it is very ditlicult 
to establish and always remember this, we call these negotiations with 
the Department. Actually, finally, it is a matter of edict by the De- 
partment—it is a matter of edict. + 

Senator Symineron. All right. What you are saying is that it is 
more diflicult—I am just trying to follow your reasoning—to ascer- 
tain the costs per storage than it is to ascertain the cost for handling, 
is that correct ? 

Mr. Henpricxson. No. I would say that they are both difficult. I 
would add this 

Senator Symrneron. The Department of Agriculture, I am sure, 
would agree with you on that, because they have not gotten one out 
yet. 

Mr. Henprickson. Let me point out in connection with this, a recent 
cost survey that has been reported to you here. They did make some 
examination of handling costs, but when they came to establishing this 
rate schedule which, by the way, Mr. Gregg was in error about. It 
was not the product of negotiations—this rate schedule was announced 
to us as negotiators in a press release—a copy of a press release that the 
Department gave us. 

And in connection with that, they took no account, for instance, of 
the cost findings with respect to handling charges, particularly, we 
will say, the terminal handling charges, which have been 214 cents. 
And their own data indicates somewhere around 3.8 being the cost on 
the average. 

If I may proceed ? 

Senator SymMineron. One other question. You say that there are 
elements who have long favored Government operation of grain. 
What elements are you referring to? 

Mr. Henpricxson. Well, I would say that there were two periods. 
Under the Federal Farm Board period there was the creation of the 
Farmers National Grain Corp. which was an indirect Government 
operation which prevailed and dominated this industry for a great 
many years. Its liquidation began in about 1938. There was an ele- 
ment in connection with that which believed that this was the only 
proper way to do it. 

Secondly, I was an official in the Department of Agriculture before 
and during the war. I was in charge of procurement of lend-lease 
foods during that period of time. I realize the difficulties of the war- 
time. We had to ration and handle a lot of things by the act of the 
Government which we would not handle under normal conditions. 

One of the things that happened in the war and the postwar period, 
was that the Government did the purchasing of grain, its shipment 
and exporting, and everything else. 
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Senator Symrneron. I do not want you to make a long statement. 
You say that there are elements that have long favored Government 
operation. I am interested in the past, but 1938 is gone. I was won- 
dering who in 1960 favored it. 

Mr. Henpricxkson. At this particular time I do not know of any 
concrete, organized, coherent group that was organized advocating 
that. That is perfectly true. 

Senator Symineron. All right. 
this than I do—far more. 
mation as to cooperatives. 

Mr. Henprickson. That is right. 

Senator Symineron. Would you clarify that statement for me? 

Mr. Henpricxson. I will go back. I will say that the National Fed- 
eration of Grain Cooperatives, of which Mr. Thatcher is president— 
I think he is present in the room—which was organized at his call in 
1939, and at a time when Jesse Jones was the head of the RFC, and 
the Commodity Credit Corporation was a part of the RFC. 

The Commodity Credit Corporation under the RFC accumulated 
some surpluses at the time. And Mr. Jones decided to throw these out 
on the market, which would have meant that nobody could compete 
with the Government in that kind of business. And it would have 
meant taking over the cooperatives which were then just coming back 
into life after this Farmers National Grain Corp. was organized, the 
cooperatives opposed this vigorously. 

And one result of that was the transfer of the Commodity Credit 
Corporation from the RFC over to the Department of Agriculture, 
where it has remained since. 

Senator Symrneron. You are opposed to Government handling, 
anyway, if private industry could do it ? 

Mr. Henprickson. That is right. 

Senator Symrneton. Is that one of the reasons that as cooperatives 
you oppose it ? 

Mr. Henpricxson. Iam not entirely clear on your question. 

Senator Sy MINGTON. You oppose it and would have private industry 
doing it, anyway ? 

Mr. HenprIcKson. Of course, cooperatives are private industry. 

Senator Symineron. That is what I am getting to. You would 
like to handle it instead of the Government ? 

Mr. Henprickson. We feel that it works out better in the long run. 
That is part of our American system. 

Senator Symrneton. Lagree. Will you proceed? 

Senator Munpr. You were talking about these two types of rates, 
and in this picture somewhere there was something which was ec: alled 
a guarantee occupancy contract ? 

Mr. Henpricxson. Yes, sir. 

Senator Munpr. Will you discuss that a little bit, and tell just how 
that fits into the picture ? 

Mr. Henprickson. I am afraid I might have misled you, Senator 
Mundt, on one point. There are two different rates. They are all 
per diem rates, butthey add up. It just worked out where the changes 
came that there was about a 5-percent increase, if you went up to 365 
days and about a 5-percent decrease after 365 days of storage. Now 
with respect. to the storage occupancy agreement, there have “been two 


You, certainly, know more about 
The committee just wants to get the infor- 
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sets of those. One of them was in the Brannan period. There was 
the passage of what we often call the Taft-Aiken amendment. The 
Taft-Aiken amendment authorized the banks for cooperatives to make 
loans at higher than the usual level relative to the assets pledged pro- 
vided the Commodity Credit Corporation would give a storage occu- 
pancy agreement. <A certain amount of building was done in conform- 
ance with that. 

Subsequently, a new system along that line was developed. I have 
forgotten the details. I think that there was one occupancy for 3 and 
one for 5 and one for7 years. It is my understanding that these have 
been dropped now. I believe they have about run out. There may 
be a very minor number left. 

Senator Munpr. In other words, I do not believe that the occupancy 
contracts are now being entered into. 

Mr. Henprickson. That is right. 

Senator Munpr. They have gone out of existence ? 

Mr. Henpricxson. There is no guarantee that the Commodity 
Credit Corporation is going to leave the grain for a month or 2 months, 
a year or anything else at per diem rates. That is one of the hazards 
and uncertainties in this business. 

Senator Symineron. You do feel that the members of your organi- 
zation will know their costs? 

Mr. Henpricxson. I think they do. They certainly do. They are 
businesslike. There is no question about that. 

Senator Symineron. The Government does not know what it costs 
to store the grain; do you think that they know what it costs them to 
store the grain? 

Mr. Henpricxson. The problem goes back to this. There are a lot 
of warehouses and no two are alike. And the conditions of cost and 
climate and so on do vary all over the lot. 

Senator Symineron. They do for the private commercial grain 
storage people, too; do they not have high costs in some places? 

Mr. Henpricxson. Yes, indeed. There is a tremendous variation. 

Senator SymrneTon. Why is private industry able to ascertain its 
costs—why cannot the Government ascertain what its costs are in 
different places? 

Mr. Henprickson. That is a good question. I quite agree with 
you. I think that it is a responsibility of Government to know, to 
have figures on that. I think that some effort along that line is being 
made now, but I do feel one thing which is very important, extremely 
important, that is, that a single year—a look at a single year is too 
short a period to draw any rather long-range conclusions from. 

Many of these institutions, remember, are built and depreciated 
over a period of 40 years. How in the world can you judge its net 
earning power by 1 year? Do you see? 

Senator Symineton. Then my next question is, If you do not know 
what the costs are when you establish a price, how can you expect to 
get a fair price for the service rendered ? 

Mr. Henopricxson. I think this is the situation that the Govern- 
ment found itself in. I have developed this further. Let me say this: 
For a long period of time there was not too much testing of costs 
required, Sexandn the industry was not responding to the need for 
storage as fast as it was being created by the Government. 
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The Government had to fill in this situation by building bins, by 
using ships. Suddenly, we now find a situation where, perhaps, for 
the first time in at least 12 years, we have what is called a surplus of 
storage space relative to the needs. It may be temporary. 

As a result there is this change in the situation. We do not really 
know, but. for a long while we “could not get a response out of this 
industry, because the people wanted to be kind of careful with respect 
to investing their money. A tremendous number of the cooperatives 
were very hesitant with respect to putting their money into storage 
warehouses. The farmers had the money sometimes but they were 
hesitant to put it into expanding storage. 

Senator Symineron. That is the problem of the commercial ware- 
house. I concede that. I think that counsel has told us that it would 
vary as much as 50 cents a bushel. 

Mr. HenpricKson. ae is right, according to their own cost studies. 

Senator Symineton. I do not see how you can apply the same 
standards, if that is true, for grain storage of a very low cost pro- 
ducer who, for a lot of reasons, has a low cost, that you apply to a 

very high cost producer, who has gone into the business as a result 
of the Government urging him to do it. How can the same rate 
apply to both? 

Mr. Henprickson. You are anticipating a point that I intend to 
make later on, Mr. Chairman. 

Senator Symineron. I did not mean to do that. 

Mr. Henprickson. That is all right. I will go right ahead right 
now, because I am interested in the fact that you are interested. It 
happens that I recommend a degree of regionalization with respect 
to these rates which will still be approximate, but it would be, at 
least, helpful. I want to tell you about that. 

Senator Munpr. You are using a different approach. On the uni- 
form grain storage rates, there would be some difference. Some per- 
sons may have built theirs a long time ago, and they can do it more 
economically than the person who has had to buy in the high priced 
conditions in recent years in a different area. Any average or uniform 

rate that you set which is fair to some may be unjust to others. 

Mr. Henpricxson. That is exactly right. That is a very good point. 


COOPERATIVE FINANCING AND PATRONAGE PAYMENTS 


How are these co-ops financed? Initially, farmers subscribe capital 
from their own pockets. In turn, they are issued shares of stock, and 
this is subordinated so that first-lien credit can be obtained from 
banks, including the banks for cooperatives. This is a business re- 
quiring heavy capitalization and good management because it is haz- 
ardous in the extreme, subject to terrific fluctuations in volume and 
other risks from year to year 

Each farmer is entitled in a co-op to all proceeds from sales oa 
services in excess of expenses. These payments of “savings” 

“patronage refunds” or “dividends” or “prorations” are paid out win. 
suant to the preexisting contract between the co-op and its individual 
members in proportion to business volume each member or patron 
supplies. But each member has only one vote, irrespective of volume. 
That’s rule No. 1. 
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Frequently members, in order to expand services or facilities, and 
only by majority decision, vote to invest additional funds or to re- 
invest part of all patronage refunds they have earned, to provide the 
capital to finance new structures, services, or equipment or to provide 
adequate working capital. 

The evidence of their pro rata equity interest may take the form of 
permanent capital stock, revolving fund certificates, preferred stock, 
et cetera. They, the farmers, again by majority vote, decide whether 
interest on such capital will be paid to themselves and the plan for 
retirement and turnover of capital and equity ownership. 

Because it is desirable that the generation of farmers using a co- 
operative should own it, many employ the revolving capital fund prin- 
ciple. Under that plan, when a farmer ceases to farm, his equities are 
redeemed in cash, if not before that. 

The long-range objective is to increase cash refunds as rapidly as 
possible, and some now pay annual refunds 100 percent in cash, their 
expansion complete. Most find a demand from their farmer-members 
for new or additional services, and the percentage paid immediately in 
cash varies in proportion. 

The farmers select the men and women who serve as members of 
their boards of directors. Often these selections are vigorously con- 
tested, as it is a high honor to serve. These boards, which consist of 
outstanding farmers in their communities, determine policy, appoint 
management, and keep the business under careful review. Most farm- 
ers are co-op minded and take, for good reason, great pride in their 
cooperative institutions. They have learned the hard way not to un- 
dercapitalize their institutions. 

This is a large country with great area and regional diversity in 
climate-affected grain storage, costs of construction, costs of opera- 
tion. The distribution of CCC surpluses is uneven, so that the impact 
of the UGSA does not fall equally on all co-ops or their competitors 
in all States. The proposed rate cut in UGSA rates will be a serious 
blow to most cooperatives. It will tend to force marketing margins 
on cash grain upward at a time when grain prices are under great 
pressure. 

In recent years, for example, the Nation’s carryover of soft red 
wheat, grown in much of Missouri and eastward, has seldom exceeded 
20 million bushels. Much of it never goes under loan; some goes 
under loan and is redeemed, and CCC takeover has been small. Thus, 
it is fairly rare relative to crop volume for CCC to pay storage for a 
full year, or even for 6 months, on this class of wheat. 

Similarly, CCC does not often have very large quantities of soy- 
beans, oats, Durum wheat, flaxseed, or rye under long-term storage. 
The biggest surpluses are in Hard Red Winter wheat and corn, with 
lesser roles for Soft White wheat, Hard Spring wheat, and grain 
sorghums. 

That’s the heart of the surplusproblem. 

Senator Symrneton. Excuse me, Mr. Hendrickson. Could you 
give the committee what is the average length of storage for Hard 
Red Winter wheat and corn ? 

Mr. Henprickson. I am afraid I cannot tell you. I really do not 
know precisely. I am not even’sure you can obtain that figure at the 
moment. 
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Senator Symineron. On Soft White wheat? 

Mr. Henpricxson. Soft White wheat would run shorter, somewhat 
shorter, on the average. At the moment there is a carryover. 

Soft Red, I would say, that I would be doubtful—I could not prove 
this, but I would be doubtful—if the av erage runs over 6 or 7 months. 

Senator Syminetron. How about Hard “Spring wheat ? 

Mr. Henprickson. That would run, that would not run as long, I 
do not believe, as corn; and it would run certainly not as long as Hard 
Red wheat. But I would not want to hazard a guess in the absence 
of reliable data. 

Senator Symineton. How about sorghums? 

Mr. Henpricxson. Sorghum pr oduction, is growing. The surplus 
is Increasing more r apidly than dispositions. But I am not sure that 
very much sorghum is in storage as long as 214 years. There may be 
some, 

Senator Symineton. Well now, just at this time, Mr. Ivan Sum- 
ma 

Mr. Henpricxson. Yes, Ivan Summa 

Senator Symineron. He is one of the managers of one of your ele- 
vators, one of your member elevators ? 

Mr. Henpricxson. He is not amember. He is a member of a mem- 
ber of ours, Farmers Grain Dealers Association of Lowa. 

Senator Symrneton. You have got me mixed up. He is a member 
of a member? 

Mr. Henpricxson. Let me tell you, Mr. Chairman. Our association 
consists of 27 regional associations, and these, in turn, have anywhere 
from 50 to up to 600 local members, and we come together as a fed- 
erated organization, and represent them all, but I have no regular 
direct communication with Mr. Summa. 

Senator Symrneton. What we are just trying to do is to get the 
information. We were assigned a job. 

Mr. Henprickson. Yes. 

Senator Syminetron. He Ts on the 12th of January that he 
felt storage rates could be cut 7 to 12 percent on the second year’s 
storage if the elevator had the gr ain for a full year. 

Mr. Henprickson,. That is right. 

Senator Symineron. Would you care to comment on that ? 

Mr. Henopricxson. Well, I discussed that with him and, I think, 
under the particular circumstances that he operates under that might 
very well besound practice. Iam not sure, because I haven’t analyzed 
it with respeet to it as a general practice. I think that is the dif- 
ference. 

Senator Symtneron. What would you think if we looked at this 
tremendous difference in the costs of some elevators as against others, 
what would you think about the possibility of renegotiation ? 

Mr. Henpricxson. I am prepared to discuss that, Mr. Chairman. 

Senator Symineton. Have you got that in your statement? 

Mr. Henopricxson. I don’t have it in the statement. I have made 
some notes on it which I think I would like to refer to because I would 
like to be careful of what I say. 

Now, you had that list of seven questions, That was one of those, 
Lbelieve. 

Senator Syaneron. Yes. 
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Mr. Henpricxson. Do you recall what number it was? 

Senator Symineron. Frankly, I do not. 

Mr. Henprickson. I will find it here. Oh, yes, it was your ques- 
tion No. 6, and I put some notes together so as to try to save you time 
and be brief. 

You asked this: Is the Department considering a renegotiation 
clause to prevent excessive profits and (its own recent survey shows 
the difference in cost of storage to be as much as 50 cents a bushel.) 

I say this: The Department, of course, will speak for itself. Per- 
sonally, I have studied the renegotiation idea for food on and off 
since 1941. 

In World War IT and during the Korean period, food, foods were 
exempted from renegotiation statutes. 

I urged that then—it happens that I testified up here before one of 
the committees in, I believe, 1941, at a time when we were just building 
up our lend-lease procurement program, and we found that we simply 
could not obtain reasonable performance by the suppliers under the 
threat of renegotiation. 

Besides, we were buying standard items, which we did not contract 
on a cost-plus basis at all. 

There are several reasons. One, the administr: and this has 
to be a matter of opinion—the administration and accounting job 
applicable to 10,000 to 11,000 warehouses would be huge and unman- 
ageable. 

These are mostly small, very small, businesses. The cost of audits 
to the Government, including travel, would probably, I will say, 
exceed possible savings. 

Two, farmers need prompt settlement of any sums due them. 

For instance, I am sure that you have heard about farmers who 
cannot even wait to take out a loan because they are in such a hurry, 
it is true very frequently of renters, they cannot wait to take out a 
loan, they have to sell for cash sometimes at a sacrifice. 

The uncertainties for farmers of final settlement incidental to rene- 
gotiation would force up grain marketing margins as costs to the 
disadvantage of farmers. That is my opinion. 

In the case of cooperatives—and this is important to us—one class 
of cooperatives is ee to give whatever they are going to pay out, 
notice of patronage, by 75 days after the close of the fiscal year under 
internal revenue rules with now, an additional 90 days upon appli- 
cation. 

The other class, under the law, has 814 months between the end of 
its fiscal year and the time it gives notice of patronage. Now is has 
got to give notice within that period of time. 

Now, such notice could not be given in that time with the system of 
renegotiation where disputes might hold up final settlement for a year 
or2or3. That is our feeling. 

Without such firm notice, both classes of cooperatives would be de- 
prived of the rights to exclude patronage, whether paid in cash or 
other form acceptable to its members, under the pattern which we 
follow as cooperatives. 

This would have the effect of cutting across the solemn preexist- 
ing contract that exists between the members of the cooperative and 
the cooperative, 
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Senator Symincron. Excuse me, may I just say that I have been 
subjected to renegotiation many many times in business 

Mr. Henprickson. Yes. 

Senator Symrneron. And you assume that you are not going to be 
renegotiated until you are. 

Mr. Henpricxson. Yes. 

Senator Symineron. Or you assume you are going to be renego- 
tiated because you recognize that your prices are what might be called 
abnormal. I think it is fair to say a profit of 50 percent would be 
considered an abnormal profit. 

Mr. Henprickson. That is right. 

Senator SymineTon. So you would establish a reserve against that 
type and character of profit. 

If you don’t renegotiate, I am only asking, some cases if you have 
a rate of, say, 17 cents per bushel for grain storage, and a di 





ifference 
of 50 cents per bushel in the cost of grain storage, how can you 
make that rate applicable to all cases unless you have some kind of a 
renegotiation clause ? 

Again I am not prejudging the case, but I am simply asking. 

Mr. Henprickson. Yes, it is a very good question, and it is a very 
difficult matter to analyze actually, in my opinion. 

My feeling is this: That this is not a cost-plus type of operation, 
and this is a fairly standard service. That, however, it is only fair, it 
seems to me, to evaluate the results of the financial operation in terms 
of several years rather than in term of a single year, and that—it would 
be very difficult and costly because of the tremendous number of ware- 
houses involved. 

Senator Munpr. Wouldn’t that run into a different problem, Mr. 
Hendrickson? With a cooperative it either would have to defer, as- 
suming that the Internal Revenue Service would do it 

Mr. Henpricxson. That is right. 

Senator Munpr. It would have to be done first, but if you did, you 
would have to defer making your patronage dividends to your farm- 
ers until after renegotiation. 

Mr. Henprickson. That is right; and you would lose your right. 

Senator Munpr. If you made too much of a patronage distribu- 
tion, it is a tremendous job to go back and collect $1.75 from each 
farmer. 

Mr. Henrickson. That is right. 

Senator Munpr. It is a costly and disagreeable proposition as well 
as an impossible one. 

Mr. Henprickson. That is right. 

Senator Munpr. Some farmers may have died or moved away, and 
there would be quite an attrition in this collection. 

Mr. Henprickson. That is entirely right. 

Senator Munpr. It is a lot easier with a private operator than with 
a cO-op. 

Mr. Henorickson. Yes. 

Mr. Chairman, I wanted to call your attention to the three elements 
that enter into the cost of carrying the surpluses, for storage and han- 
dling is just one of these three. Interest is another and, of course, 
transportation is one. 
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I am going to try to get over this statement by paraphrasing a bit 
here as I go along. 

Senator Symrncron. I would just like to bring up a point here 
though. 

Mr. Henpricxson. Yes. 

Senator Symincron. Here is one company, not a cooperative, it is 
a corporation, a private company, in 1959 it got $23,470,000 for storing 
grain. 

Now, if it was storing grain on the basis of an abnormal profit, 
surely any costs involved in renegotiating that contract would be more 
than justified. 

Here is another company that got over $12 million. There are 
$36,500,000 in two companies, neither of which are coopel ratives. 

Here is another one of $6 million that is not a cooperative. 1 would 
think that unless you are going to study this problem—you see, these 
hearings started because so many complaints were coming in to the 
Senate . Agr iculture Committee about the high costs to the farmer of 
grain storage payments to commercial storage people, and we are just 
looking into it. 

We want to hear everybody’s side of the case, but if it is true that 
some of these costs are as low as they are, and some of them are as 
high as they are, those of us who are interested in the farmer, in gen- 
eral, and not just in a particular crop, and who are worried about the. 
future of the farmer, are wondering how we can prevent a repetition 
of these extraordinary profits. 

Now, in handling rah ver work that I have been connected with on 

both sides of the aisle, as you might say, as a producer and as a Gov- 
ernment servant, I am perfectly “willing to agree that renegotiation 
takes some time. But when you are dealing with one company get- 
ting $24 million of the taxpayers’ money, it seems to me that may be a 
little time would be worthwhile, if he is ‘making an abnormal profit, 
and if he is not, he certainly is entitled to make a good fair profit. 

Mr. Henprickson. I have no opinion with respect to matters other 
than the cooperatives, and in the case of cooperatives, there I assure 
you that anything above cost is returned to those farmers, you see. 
So that it puts it in a somewhat different category institutionally, and 
I would not want to have an opinion on the others. 

All I would say is this: That my own background with respect to 
having been an official in connection with food procurement and the 
administration of food, has proved to me, at least during the war pe- 
riod, the difficulties of administration of renegotiation at that time, 
and we did not use it. We did not use it in connection with the food 
industry, including grain storage during that period. 

Senator Symrneron. Mr. Hendrickson, I do not want to reach any 
conclusions in this matter-—— 

Mr. Henpricxson. No. 

Senator Symrneron (continuing). But we will take our time about 
making up a report, and I think we would like to go over any report 
with you so that we have the facts right and think it 1s fair. 

But you say you are opposed to the Government being in the stor- 
age business, and you will never find anybody more opposed to the 
Government being in business than I am, on the basis of my philos- 

ophy about the way things should be handled, 
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But if you do not solve this problem, if we cannot solve this prob- 
lem together, there are some rates that are very, very high. We have 
not been talking about the high ones at all yet in these hearings, and 
if there is some way that we cannot work this thing out together ulti- 
mately, it would be my opinion, and just speaking for myself, that 
you would have a very definite move to put the Government further 
in the storage business instead of taking it out of the storage business. 
That is my only point. 

I would think there ought to be some way that a man is allowed a 
fair profit. Certainly that is the American system. If a man has a 
high cost, especially if that high cost is the result of what you have 
expressed here today, urging on the part of the Government to get 
into business, he could certainly justify that cost if he knows his costs, 
and you felt, and I would agree with you, that any good businessman 
does know his costs. 

But if you are just going to say that this is a tough problem and 
we are sorry but we don’t see how we can shift the present position, 
I would think in the long run, speaking in the interests of all people 
who are interested in storing grain, that it would just constantly 
come up like a recurring abscess, as the figures came out. 

Mr. Henprickson. | think that is entirely true that it will be a 
problem until we get some fundamental changes in farm policy, be- 
cause we have to arrive sometime at a rational stockpiling policy in 
this country. 

I mean, you cannot endlessly pile the stuff up. That is my belief. 
Let me say this: That I have observed, and we cooperatives are no 
different in that respect than other warehousemen, we are caught in 
this crossfire of a long stalemate over farm policy in this country, 
we are just a symptom of this lack of a cohesive recognized acceptable 
farm policy. 

[I will just say this: It is very simple, the differences in the points of 
view. On the one hand, in this long debate that has been going on, 
frankly, it has been going on for 30 to 40 years, settled, quiet, and at 
times it then blazes up again—on one side in this debate are those 
who are in favor of letting free prices do the job of equating supply 
and demand, and this group favors low, if any, supports at all, and it 
is an old point of view. ; 

On the opposite side are those who favor support as high or higher 
than at present, with whatever controls 

Senator Symincron. Just before we get off this subject about this 
question of the amount of storage, I am not one of those who thinks 
that a reasonably good storage of commodities is a disaster to the 
United States. 

Mr. Henprickson. I am glad to hear that. 

Senator Symineron. If we had, if we were hit in the modern war 
of today, after medical supplies, what we need more than anything 
else is good storage of nonperishable food because we are certain our 
whole transportation system would be disrupted. 

Sometimes I get to sort of wondering why it is that whereas we 
look on our storage of metals and minerals and machine tools with 
great. pride—— 

Mr. Henprickson. That is right. 














218 INVESTIGATION OF GRAIN STORAGE OPERATIONS 


Senator SyMINGTON (continuing). It seems to me they become less 
and less important to our future security, which is the only reason 
we can justify having them the way the world is developing, the de- 
fense is developing, we look upon them with great pride, and there 
are many billions of dollars more in value of metals and minerals 
and machine tools than there are of farm products. 

So I am not one who is particularly apprehensive about the farm 
inventories, except from the standpoint of what they do to price. 

I do think we need quite a little surplus from the standpoint, for 
example, of defense of the United States, just as much as we need 
metals. 

But, on the other hand, we get to this point of when we have a 
standard rate regardless of the cost of the construction in the opera- 
tion of the program which applies to everybody across the board re- 
gardless of when they came in or how they came in or what their 
costs of construction were, what their costs of operation were, and 
that, I think, is the nub of the problem. 

Senator Youne of North Dakota. I think we are getting at really 
the heart of this problem now. Over a long period of years, Mr. 
Chairman, there has been a shortage of storage space all the time. 
But now since most people think that we are going to have these sur- 
pluses for a few years, more of them have gone into the business. 

If the surpluses continue, I think some of these concerns could make 
a sizable profit. 

But, on the other hand, if the Government should get out of the 
storage business, say, next year, a great many of them would lose 
large amounts of money. 

So you have such an uncertain situation in the future that anyone 
in the storage business does not have anything really to look forward 
to, a stable situation. 

Mr. Henprickxson. Well, let me add to that, and I think you would 
be interested in this, let us take the situation of Mr. Puelz out there, 
his organization, which is a cooperative at Lincoln, Nebr. 

Back in 1949 Lincoln, Nebr., had approximately, as I recall it, 3 
million bushels of storage there. 

The last figure I know, which was a year or two ago, they were past 
around 34 or 35 million, at that point. 

Now, frankly, because the country elevators have all built up that 
area and they have substantial storage, when the bloom is off, this 
matter of a surplus, many of those elevators at Lincoln, Nebr., are 
going to be simply living monuments with no alternative use, because 
if you cannot use a grain elevator for grain, an upright grain elevator, 
there is nothing else you can use it for. 

Some of these flat storages, yes; you can probably use them for some- 
thing else. 

Senator Symineron. I just want to tell you, to present to you, the 
fact that I practice what I was saying then because in the 85th and 
86th Congresses I introduced a food stockpile bill, and I have also 
included it as part of my overall farm bill which I introduced this 
year. 

So that it is too bad that we do not seem to apply the same rules 
to farm surpluses that we do to the other surpluses, and I certainly 
agree with Senator Young that we are getting to the nub of this prob- 
lem if we could solve that particular aspect of it. 
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Mr. Henpricxson. I want to call your attention, Mr. Chairman, to 
this table on the top of page 9, because I have very ‘important data on 
transportation, interest, storage, and handling costs. The thing I 
want to call your attention to is, to look at the transportation costs 
increasing at a fairly steady rate. 

The storage and handling costs increasing substantially, but at a 
steady rate. Look at the interest charge, however. It has moved from 
$181 million to $482 million to $503 million, projected next year. 

That is because these interest charges that CCC has to pay to the 
Treasury on the amounts that are borrowed and invested in commodi- 
ties, has gone up. 

What disturbs me sometimes is that I find little or no interest in that 
matter. I think that is as important, of equal importance, from the 
standpoint of cost ; it isof greater importance. 

Senator Symincron. But the actual interest rate would be taken 
into consideration by the General Accounting Office when they etsab- 
lished the costs of the individual operator, w ould it not 4 

Mr. Henpricxson. As I understand though, this is the interest rate 
paid by CCC tothe Treasury for money that is invested. 

Senator Symineron. I see. 

Mr. Henpricxson. They pay a formula rate, and they are caught 
simply in this interest rate increase which has tremendously increased 
the costs of carrying the surplus. 

Senator Symineron. That would mean that the money that they 
use would increase and, therefore, they would have justification for 
increasing the service charge, the storage charge. 

Mr. Henpricxson. No. The rate, let me point this out, on July 1, 
1958, the interest rate, paid to the Treasury by CCC was at the rate 
of 11% percent. For the year ending June 30, 1959, it averaged 4 
percent. In January 1959, it was 5 percent. That increase has nothing 
to do with the storage rates. But it goes into the overall cost of carry- 
ing the surpluses, and it is even, the rate of increase in the interest load 
borne e by CCC increases even, more rapidly than the other costs. 

Senator Symrneron. How does that affect the storage rate? I am 
only asking as a businessman. 

Mr. Henprickson. It does not affect it at all. It simply is storage 
and handling, which is one; transportation is two; interest paid is ele- 
ment No. 3 in the overall cost of carrying surpluses. 

Senator Syminaron. I should think it would affect it. 

Mr. Henprickson. You are right. 

Senator Syminetron. Let me finish my statement. 

Mr. Henprickson. Yes. 

Senator Symrneron. I should think it would affect it if the Com- 
modity Credit Corporation has an increased cost. If they knew any- 
thing about their costs, and certainly up until 6 months ago they did 
not, ‘if they were paying 5 percent for money instead of 1.8 8 percent 
for money, their own Government storage costs would be going up. 
Therefore, they would be more prone to give an increased rate to a 
person who is handling storage, grain storage, commercially. Would 
that not be true? 

Mr. Henpricxson. Of course, the people who are in the grain stor- 
age industry, whether co-ops or otherwise, have also felt the effect of 
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the increase in the interest rate in connection with their operation, and 
it is a very substantial increase in costs. 

Senator Symincron. That is what I was trying to bring out. 

Mr. Henpricxson. Yes. 

Senator Symineron. If you are operating on borrowed money, and 
the price of that money which, as we all know, has doubled, the aver age 
price, it has just about doubled in the last 6 or 7 years, then you are 
going to have a greater cost for Government-stored grain, and that 
would be reflected 

Mr. Henprickson. Yes. 

Senator Symrncton (continuing). In a greater, a larger, price for 
commercial grain storage, right ? 

Mr. Henprickson. Will you repeat that, Mr. Chairman, so I can 
be sure of it ? 

Senator Symineron. All right. I think, if the Government is stor- 
ing its own grain ail making a deal for other grain to be stored pri- 

vately by, say, cooperatives or corporations, the fact that money costs 
more for the Government is always interpreted as money costing more 
for private business; is that not correct ? 

Mr. Henprickson. That is right. 

Senator Symrneron. And, therefore, if it is something which has 
gone up from 1.8 percent to 5 percent which, I believe, is what you 
said the price of Government money had gone up for the Commodity 
Credit Corporation—— 

Mr. Henprickson. Fora certain period though, yes. 

Senator SyMINGTON. Sure, for a certain period—then that would be 
reflected in the cost of private money for a cooperative or a corpora- 
tion, would it not? 

Mr. Henprickson. That is exactly right. 

Senator Symrneron. All right. 

Then that would tend to raise the price or let the CCC be more 
lenient, more susceptible or logical, it would feel, in the raising of the 
price of grain storage, would it not, instead of reduci ing it? 

Mr. Henprickson. I would think so; I would think so. 

Senator Symineron. That is what they did, did they not? 

Mr. Henprickson. Well, I do not know that, to what extent they 
gave weight to that single factor. 

After all, remember, that this was not a problem when the rates were 
negotiated in 1956, and now how they take account of it I do not know 
in connection with their present costs. 

Senator Symineron. The only reason I raise it is that if they knew 
their costs, and that is what we get back to time and time again, as Mr. 
Schmidt and I study this problem, if they knew their costs then they 
could do two things: 

First, they could give a fair rate and, second, they would not give 
a rate which involved an abnormal profit which, in turn, was the result 
of the complaints that came into the Senate committee; isn’t that 
correct ? 

Mr. Henpricxson. Well, I think you had some complaints of ab- 
normal profit, but I do not think that some of them were well founded 
as in the case of Mr. Puelz’ organization, because I do not believe 
that the allocation there was proper as between merchandizing and 
storage, on the one hand; and, secondly, I do not think that account 
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was taken of the fact of the tremendous investment in this without 
interest, which farmers put in, it was not contributed capital, but 
they expected to get a return in service. 

Senator Symrneron. The criticism in this particular case would 
then be directed to the General Accounting Office, and I must say in 
all fairness to them, in my opinion, they know quite a lot about 
costs. 

Mr. Henprickson. That is right. 

Senator Symineron. That has been my experience for 20 years, 
and they did the best job they could, and I would hope that we ‘could 
get somebody, if we could get an independent accounting firm, that 
would go into this matter and say what a true cost would be on Mr. 
Puelz’ operation. 

There are some here that the Department of Agriculture has given 
us that show a profit that is a great deal higher than that. 

Mr. Henprickson. For some individual institutions 

Senator Symineron. That is right. 

Mr. Henprickson. Yes. 

Senator Symineron. So let us find out, and whatever the cost is, 
it is. If we could find that out and develop some plan for handling 
it on the various levels so that we could have a profit, but not an 
abnormal profit, I think we could work this situation out. 

I only mention it because you yourself bring up this difference 
in the cost of Government money to the CCC. 

I would think that would reflect itself in the cost of private money 
toa cooperative. 

Mr. Henpricxson. It certainly does. The interest rate on working 
capital for cooperatives has very greatly increased. 

Now, I would like to, so as to save your time, if you will permit it 
to go into the record, to skip portions of this statement. 

For instance, I am going to skip over the rest of page 10, and I 
would like to sort of pass over that. 

Storage and handling costs are one of three elements which make up the 
cost of carrying surpluses. The other two—interest and transportation— 
usually equal or exceed storage and handling costs but are frequently lumped 
together and the entire total credited as storage cost. This erroneous impres- 
sion is hard to correct, and we hope you will be helpful in this regard. 


This table, based on data supplied by USDA to the House Appropriations 
Committee, is useful in comparing these three types of costs to CCC: 


[In millions] 














For fiscal year ending— Transporta- Interest Storage and | Total 
tion handling 
| | ee Ee $164. 4 | $181.4 $481.0 $827.4 
June 30, 1960 (estimated)____..._..-- cial cee 167.4 482.9 612.0 1, 262.3 


June 30, 1961 (projected) _ . ...........-........- 175.0 503. 0 711.4 1, 389. 4 


CG cece heel nematic aia ee 


On July 1, 1958, the interest rate paid to the Treasury by CCC was 1% per- 
cent. For the year ending June 30, 1959, it averaged 4 percent. In January 
1960, it was 5 percent. That increase has nothing to do with storage rates. 
Far more cost will be added next year from higher interest rates than savings 
from proposed storage rate reductions. No one, it sometimes seems to me, bats 
an eye at that. 

Now the projected storage and handling costs for the year beginning next July 
l would be reduced about $98 million from that shown ‘above, if the grain rates 
are reduced in accord with the Department's proposal—an average cut of 19 
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percent. Grain and oilseed storage is said to be about 90 percent of that total. 

No clean-cut policy on stockpiling grains and oilseeds has been stated by Con- 
gress. This has long been unfortunate. Some sensible goal could be set and 
resolutely maintained within tolerances. 

But, worse still, no farm policy is firmly determined. So grain warehouse- 
men, including those owned by farmers, are caught in the crossfire of a debate 
that has now raged intermittently for 30 to 40 years, especially in years divisible 
by 4. 

The forces arrayed in this debate are presently in stalemate and farm policy 
drifts on, fully satisfactory to no one. Grain warehousemen, including farm 
cooperatives, do not write that policy. 

On one side in this debate are those who favor letting free pricing of farm 
products equate supply and demand. This group favors low, if any, supports 
and no controls. It is the oldest view. 

On the opposite side are those who favor supports, as high or higher than 
at present, with whatever controls such a course implies. This schooi of 
thought has never jelled into a single, solid approach. 

These contrary schools of thought are as unlike as oil and water. The pres- 
ent program is a compromise compounded of these two clashing points of view. 
It is kept in perpetual political ferment. The result is a bitter, murky, un- 
potable brew that justifies nothing less than the creation of a great, truly open- 
minded bipartisan study commission at the highest level. 

At the very least, such a commission could refine the issues and separate for 
all time the fractions of oil, water, and plain hot air that now confuse, divide, 
and embitter farmers, farm organizations, consumers, and taxpayers. The pres- 
ent program is, taken as a whole, without a consistent rationale and is headed 
for collapse. 

The storage problem is a mere symptom of this unsettled policy. It is see- 
ondary to the chief problem, which is: What kind of farm policy does this coun- 
try really want with its tremendous capacity for abundance of food in a hungry 
world? The storage problem will only be solved when the farm policy, along 
with a policy on stockpiling, is written and settled and taken out of politics. 
Let’s get it on the same high level as foreign relations. 

On page 11 I want to just give you this bit of history. 

The first Uniform Grain Storage Agreement was negotiated in 
1940. Then and now, the storage rates are per diem rates, not annual 
rates. Then and now, the agreement does not guarantee storage for 
any specific period. It is often for short periods, a few months, with 
cost ly empty space yaw ning for the next ¢ rop. 

Then and now, the volume to be stored de pends on the behavior 
of nature affecting crop production and on CCC policies of acquisi- 
tion and disposition of surpluses and on congressional mandates. An 
example of this is section 407 of the Agric ultural Act of 1949 which 
limits sales in domestic markets by CCC to prices not less than 105 
percent of the support pr ices plus reasonable carrying charges, unless 
the commodity is deteriorating or in danger of deterioration. This 
section was affected last year by an amendment to authorize sales 
incident to drought. 

Grain has been stored for many centuries before 1940. The gen- 
eral trade practice has been for each warehouse to publish and post 
its tariff rates. These are determined by competition, and sometimes 
by State laws. They vary widely because costs vary widely and 
profits and losses have to be aver: aged over a long series of years. A 
1-year picture can be freakish. Consider drought years, when har- 

vests yield little or nothing. Warehouses then may stand empty, 
overhead costs running on. 

Present USDA official cost data, limited to 1 year of high oe- 
cupancy, is completely inadequate as a base for such rates. No broa id 
generalization can be justified on the basis of 1 year’s operations in 
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this field. And profits on storage cannot be safely counted until set- 
tlement on loadout is complete and all costs are evident. 

During World War I, when storage space totaled 1,432 million 
bushels, the U.S. Grain Corporation used storage rates effective then 
under published tariffs. The rate at Kansas City was one-thirtieth of 
a cent per day per bushel, with an initial 10 days of free time. This 
meant that if grain was stored for a full year of 365 days the charge 
was 11.83 cents, exclusive of handling charges. 

When the Farmers National Grain Corp. was set up by the Hoover 
administration, for the period 1928-31, the rate had advanced to one 
twenty-fifth of a cent per day. With 10 days free time, this meant 
14.72 cents per year, exclusive of in-and-out handling charges. The 
proposed new rates, proposed on March 16, of this year, would roll 
the rates back below this, analyzed on an annual basis. 

Senator Symineron. For my information on that, the rates under 
the Uniform Grain Storage Agreement of 1940 were 71% cents per 
bushel per year? 

Mr. Henprickson. Right. 

Senator Symrneron. If your premise of the storage rate during 
World War I from 1928 to 1931 being higher 

Mr. Henpricxson. That is right. 

Senator SyMiInGTron (continuing). Being higher than the proposed 
rate, why would the industry accept a rate of half that much in 
19402 

Mr. Henprickson. Because of this one reason, and I think I develop 
it here further. 

Senator Symineton. All right. 

Mr. Henpricxson. In fact, I do. 

In the 1930’s, two severe droughts cut grain production. This led 
to the plan for an “ever-normal” granary to protect the American 
consuming public from such danger in the future. This was a very 
sensible program. Certainly it worked very well in World War II. 

Is such protection worthwhile? Most sensible, thoughtful people 
liked it in World War IJ, and I know it was the key to the Nation’s 
quick response to the challenging need for food by our allies under 
lend-lease. I was an official then, and I think I know. Now, in these 
parlous times we cannot afford to gamble on food adequancy. But 
it is not fair to charge farmers with the cost of this. 

The thirties was a period of severe depression in the grain ware- 
housing industry. Many co-ops and many of their competitors were 
broken or hard hit in this period. 

Under the present UGSA, the rate—let me finish, in response to 
your point, because here I want to interpolate. 

What actually happened was this, that you had rather small stocks 
and many, many broken elevators, with the drought of 1934 and the 
drought of 1936, and not very handsome crops in 1935 and 1937, and 
in 1938 the Crop Insurance Corporation first began the idea of a uni- 
form rate. 

This was in advance of the 1940 Uniform Grain Storage Agree- 
ment. Crop Insurance wanted to set up reserves to pay out the losses 
that they were charged with, that farmers realized as a result of 


drought and other misfortune, and there was a small program at that 
time. 
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Now, in 1940, by that time CCC began to acquire other substantial 
surpluses s, and CCC decided to develop this Uniform Grain Storage 
Agreement, and rates were extremely low as a result of competition 
and as a result of hardship at that time, and this rate schedule did start 
out ata very, very low base. 

Now then, we go on, and I would like to point out _ under the 
present UGSA, the rate in effect in the Kansas C ity area for wheat 
is forty-six one-thousandths of a cent per bushel per da ay. If stored 
for a year, that adds up to 16.79 cents. The published tariff there for 
depositors other than the CCC is one-twentieth of a cent per day, or 
18.25 cents for 365 days. 

If other things had advanced in price no more than storage rates 
since 1918, we would not hear so much talk of inflation. 

I would like to make this comparison with State rates. The De- 
partment of Agriculture made a comparison in 1957 of warehouse 
rates under State and UGSA schedules. Seven States had higher 
rates, including Illinois, lowa, Missouri, and Nebraska. Eight States 
had lower rates, including Minnesota, Montana, North and South 
Dakota, and Oregon. In South Dakota, State rates were higher for 

oats and corn but lower for wheat, barley, and flaxseed. The average 
difference between the UGSA and State rates in Minnesota and South 
Dakota was less than 2144 percent. 

State requirements vary. Some States have grain warehouse acts 
which require responsibilities which vary consider ably, none exactly 
similar to UGSA. Most do not. The Federal Warehouse Act is 
widely used, and it is well and strictly administered. We want it 
that way. 

Since the original UGSA of 1940, the terms of the agreement have 
been revised in 1942, 1946, 1948, 1949, 1952, 1954, and 1956. They 
were increased each time except in 1956, when they were adjusted as 
follows: As I said before, a cut of about 5 percent when grain was 
in store more than 1 year; an increase of about 5 percent if in store 
less than a year. 

Records from the Department of Agriculture show: 

1. From 1940 to 1952, the rate of payment for loading a bushel of 
wheat into a warehouse, storing it 365 days, and then loading it out 
increased 98 percent. and for corn, 71 percent. 

2. Since 1952, the rates analyzed similarly show an increase of 

12 percent for wheat and 22 percent for corn. 

During World War II and the big postwar relief period, grain 
surpluses of a serious character did not accumulate. In 1945 and 
1946, we were extremely short of grain. I know because I was at 
that time Deputy Director General for Supplies of the United Na- 
mane Relief and Rehabilitation Administration (UNRRA), and we 

scraped the bottom of the barrel here and over the world to feed hun- 
gry people in liberated areas. 

In 1948, a shortage of storage space for the takeover of corn ap- 
peared and figured “importantly as an election campaign issue. In 
both 1948 and 1949, the Department of Agriculture asked the indus- 
try to expand facilities. Farmers through their cooperatives re- 
sponded; but many, in high construction cost areas, concluded the 

rates then paid were not compensatory, taking into account storage 
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risks and the uncertain duration of Government storage programs. 
The rates were adjusted up both years, but response was limited. 

Meantime, the CCC charter written by Congress was enacted in 
1948 and amended in 1949. Its pertinent passages are cited in ap- 
pendix A, attached. 

Just prior to the Korean war, in 1949-51, grain supplies built up 

rapidly in CCC inventories. Because the industry considered the 
UGSA rates inadequate, CCC was forced to buy additional binsite 
storage, raising it to the 500 million bushel level by the start of the 
Benson per iod. 

During the Korean war, as always happens in wartime, demand 
for grain soared. After the emergency passed, surpluses mounted 
again. 

The new administration, in 1952 and afterward, urged the indus- 
try to expand, sought to avoid buying more bins. The Under Secre- 

tary of Agriculture, Mr. True D. Morse, at Des Moines stated that he 
regarded the bins as “monuments to the failure of free enterprise.” 
I agree. But free enterprise, including co-op, was puzzled by the 
duration of the storage problem, feared it had overexpanded. 

Senator Symineron. Let me get it straight. What did he mean by 
that, in your opinion, “monuments to the failure of free enterprise”? 

Mr. Henprickson. What he meant to say was that he thought 
that the Government should not be in the grain storage business, that 
there ought to be a response with respect to, entrepreneural response, 
with respect to opportunities, and he felt that building more bins was 
not a very satisfactory solution. 

Senator Symrneton. What is the average cost of storing Govern- 
ment grain? 

Mr. Henprickson. You mean in Government bins? 

Senator Symineton. Yes 

Mr. Henpricxson. Are you taking now the storage, the handling? 
I do not hav e the figures with me, but I will say this, that frequently 
a figure of 6 cents or thereabouts is used, which is completely mis- 
leading, Mr. Chairman, because it does not take into account two 
things. 

One is the much higher handling charges that are incident; and, 
secondly, the fact that when you have it in bins you do not have it 
anywhere. You still have got to take and put it through an elevator 
to get it onto a boxcar or a truck with official weights and grades. 

Senator Symincron. There is one thing I do know, and that is they 
do not know what their costs are. (Laughter. ] Have you all made 
any surveys on your own to try to establish what the costs are? 

Mr. Henpricxson. No. I am aware—I have challenged, I have 
seen studies—I remember a study a few years ago in connection with 
that and, in fact, I believe Dr. Phillips was associated with it in Towa, 
and T happen to have been at that time on the advisory committee 
under the Grain Research and Marketing Act in the Department of 
Agriculture, and I raised many, many questions and doubts with 
respect to the scientific validity of that study, and I still have certain 
misgivings with respect to it. 

Senator SyMincron. Well, wouldn’t it be a good idea in the interest 
of grain cooperatives themselves and the corporations involved in 
the storage of grain, if they would have a study made? I am sure 
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the Department of Agriculture, I am certain the General Accounting 
Office, would be glad to cooperate, to see if we could find out what 
is the cost of storing grain. 

Mr. Henprickson. | would say it would be interesting. 

However, I do not particularly believe that that is in the field of 
senptmallllits or competence of cooperatives. We have got a lot of 
hay down for ourselves. 

Senator Syminectron. How about the obligation of a public servant 
who has to set a contract based on a cost ? 

Mr. Henprickxson. I am quite sure— 

Senator Symineron. For instance, I always felt that the REA was 
a pretty good referee when it came to what the private power company 
should get in the way of a profit, and the private power companies are 
doing fine in my State, and the REA is doing fine, too. 

But what mystifies me in this matter, when I was in the steel busi- 
ness we used to figure our profits on the basis of costs, and we figured 
our profits in mills per pound; and in this situation there does not seem 
to be any overall knowledge of costs. As long as that continues, for 
the life of me I cannot see how some people are not going to get more 
of the taxpayers’ dollar than they should have based on the job they 
are doing, and other people in the same line of business are not getting 
enough of that dollar, based on the service they are rendering. 

So if we cannot get a cost out of the Department, why can’t the 
people involved in that cost, to the point where they may be unfairly 
treated, why wouldn’t it be possible for them to strike a cost on it? 

Mr. Henprickson. Well, I would say this, that my feeling is 

Senator Symrneron. At least an estimate. 

Mr. Henprickson. I think, Mr. Chairman, that you can get cost 
data together. But the real puzzle is how you apply it, because of this 
tremendous range. 

If the Department wants a uniform rate, and it insists upon having 
a uniform rate, and costs certainly are not uniform, how do you match 
up those two particular situations in any reasonable manner? 

Senator Symineron. Well, costs are not uniform in anything. You 
make radio sets or motors 

Mr. Henprickson. That is right. 

Senator Symrneron. Or steel ingots in various parts of the United 
States, and costs are entirely different than they are in other parts. 

Mr. Henprickson. That is right. 

Senator Symineron. But you set your profits on the basis of your 
costs in a particular locality, that is the part that disturbs me, and if 
you have—I just go back to the fundamentals, if you have a cost, you 
say the Government says that their cost is around 6 cents—then it is 
hard almost offhand to see how they could pay anybody 17 cents. You 
say you do not agree with this 6-cent cost ? 

Mr. Henpricxson. No. 

Senator Symrneton. I agree with you that the 6-cent cost, I am cer- 
tain, is wrong. In any case, all of that falls by the wayside if they say 
there is a 50-cent differential in cost, because some of these costs, ac- 
cording to the Department of Agriculture itself, are just over 2 cents 
per bushel, and some are 52 cents per bushel. When you have as broad 
a spread as that in the cost of.storing grain, I just do not see how you 
can do it on just an overall standard rate, and I would hope that the 
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way that you would try to get the right figure is to try hard to get the 
right costs, because whatever cost is, it is. 

Mr. Henpricxson. Well, there are two points in connection with 
that. I have an exhibit in here which is testimony—I have forgotten 
the number of it, it is in this appendix that I carry—testimony by Mr. 
McLain over before the House Committee on Agricultural Appropria- 
tions, not very long ago, in which he spoke of ‘this matter as being a 
supply-and- demand matter. 

In other words, for a long while they were on the short side on space, 
so they found they had to do this and that, and now finally here they 
are on the ov ersupply side, therefore they feel they can cut rates back. 

Well, now, that is pretty rough doing it that way. 

Senator Symincron. In other words, he urges you to build more bins 
because he is short, and then after you build them he says because he is 
long he is going to cut the price. 

Mr. Henoprickson. I do not want to belabor you on this, but let me, 
I just want to read to you, without getting out of line on page 22, be- 
ee I tell you this is what it reminds me of. 

I said that it reminds me of what used to happen y2zrs ago before 
farmers in vegetable-growing areas organized co-op associations to 
bargain for contracts collectively. 

In January and February when no one had fresh tomatoes, high 
prices—often called come-on prices—were quoted. Then, after 
farmers responded with a big acreage and the harvest rush was on, the 
price was cut back to where profits and costs looked like the Gold Dust 
Twins, and this is exactly what they looked like. That is what we face 
here. 

We were led to expand storage. We went into debt to try to do this 
job, pushed constantly, and then now many of them are still in debt, 
and we find suddenly an arbitrary cut, which is not simply, Mr. Chair- 
man, a 19-percent average cut that you read about. 

I want to call your attention to another thing. I do not want to be- 
labor this thing long, but I have an analysis of this new agreement 
which indicates, in my opinion, that it certainly does increase the 
responsibilities of warehousemen at least 20 percent. 

Now, the final terms are not agreed on: they are over there nego- 
tiating. We are represented over there this afternoon, and again to- 
morrow. 

Senator Symineron. Let me be sure I understand the figure. You 
say the cut is 19 percent and the obligation is 20 percent. Does that 
mean the cut is actually 39 percent 4 

Mr. Henprickson. I do not know that I would weight it that way, 
because I want to deal with the two separately. 

The average cut in rates is 19 percent, which varies all over from 
something over 30 percent down to 12 percent, depending on the service 
and function involved. 

When it comes to the responsibilities, because they have changed and 
tightened this contract tremendously, I have had a careful analysis 
made here in which the evaluation of the increased responsibilities, as 
interpreted through what we call IP storage rates, would indicate to 
me certainly an increase of 20 percent in the degree of responsibility. 

Now, let me add, however, Mr. Chairman, that there are one or two 
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points which we think may still be negotiated on that, and they may 
be subject to change. 

Thus, the rate cut is not a cut of 19 percent; it is a far deeper cut 
than 19 percent. 

Senator Youne of North Dakota. Mr. Chairman, going back to 
what Mr. Hendrickson said just a little while ago, about a year ago 
now the Department of Agriculture, and I believe everyone in the 
North Dakota area was afraid, there would not be near ly enough stor- 
age even a year ago, they were urging farmers to provide more storage 
and grain concerns to provide more storage. 

If we had had as big a crop as it looked to be at that time, there 
would not be storage space enough . But it so happened we had a poor 
crop, and many of the grain elevators now are half filled or not more 
than 75 percent filled. 

Senator Symincron. I have an appointment, and I have to leave. 
Senator Young who, in my opinion, knows about agricultural prob- 
lems as much as anybody in the Senate, will stay here. 

Let me assure you that we are very much interested in your prob- 
lem, and all we are trying to do is get out the facts. 

We never have had any connection with this decision in the Depart- 
ment of Agriculture, at least the chairman and counsel have never 
had, and I am sure Senator Young or Senator Proxmire, who are 
members of the committee, and I am pretty sure I can speak for my 
colleague on the full committee, Senator Mundt, never had any knowl- 
edge of the decision to reduce the rates. 

We would like to get all the facts. 

When we get all ‘the facts we will write a report. We want to do 
what is fair and right on the basis of the American system, which is a 
fair profit on w ork rendered efficiently and properly. I am sure that 
you will agree that we have to work out some system whereby we 
do not pay an abnormal profit, just like we have to work out some 
system whereby people are not forced to operate at a loss. Based on 
the report from the Department of Agriculture itself it is obvious 
that some people are making what is clearly an abnormal profit, and 
some people are not making any profit at all. 

I would like to leave the committee in the hands of Senator Y oung. 
In my opinion, the farmers, people interested in the farming business, 
are in good hands, and I want to assure you, sir, that any time there 
is further information you would like to give this committee we are 
here to receive it from you. 

If you are still going at 5 o’clock, I believe I can be back by 
5o’clock. I think in any case I would be glad to receive for the record 
or arrange that you have a hearing, another hearing, any time at your 
convenience. 

Mr. Henprickson. Well, thank you very much, Mr. Chairman. You 
have been very courteous and fair. 

Senator Symrneron. I have learned something about grain storage 
this afternoon. 

Mr. Henprickson. I will be back, I can assure you. 

Senator Symineton. I hope some other people have besides me. 

Senator Youne of North Dakota. Mr. Chairman, I appreciate those 
kind comments, and knowing Mr. Hendr ickson, as I do, and you as I 


Ss 
do, I do not think either of you are too far apart in your farm thinking. 
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I do not believe I have ever listened to a better statement on the 
operations of cooperatives, Mr. Hendrickson, than the one you have 
presented today. I have been a director of a grain co-op for many 
years; yet I have learned a whole lot here ne 

Mr. Henpricxson. Thank you very much, Senator Young. I am 
a dedicated man so far as cooperatives are concerned, and I do not 
want to bore you. 

Senator Symincron. There is one more point I want to make before 
leaving. [hope that with all the knowledge and the resources that your 
association has behind it, and with the great stake that we all have 
in this great problem that we just do not say it is an insoluble prob- 
lem, but come up with some constructive effort to present to the De- 
partment of Agriculture so that people whom they say have costs of 
2.2 cents per bushel to store grain, do not get 17 cents, and people whom 
it costs 16 cents, do not get 7 cents, and people that have costs of 30 
cents, do not get 17 cents. 

Mr. Henprickson. Yes. 

Senator Syminecron. Because if that situation goes on, with the 
steady depletion of the farmers’ income and, in my opinion, and I 
speak for myself, the authority of the farm bloc in the Congress, it 
can only end in a real blowup, which will not benefit anybody who is 
interested in this problem from the standpoint of the farmer or the 
Corporation or the cooperative. 

Mr. Henprickson. Well, thank you, Mr. Chairman. 

One point in that connection: I was about to make it, and I am not 
going to belabor this. But, you see, you are proceeding on the cost 
approach i in determining rates. Mr. McLain is approaching it on the 
supply and demand. Now, we know, for instance, how farm prices 
are made. 

Senator Symineton. For your information, I could not think less 
of his position in that matter. I did not say anything the first time, 
but you have brought it up tiwce. 

Mr. Henprickson. Yes. 

Senator Symineron. And I would like to leave this hearing with 
a comment that one of the reasons I am jealous of the knowledge of 
this program of Senator Young is that he voted against the confirma- 
tion of Mr. Benson, and I voted for it. [Laughter. | 

Thank you, Senator. Counsel is at your service. 

Mr. Henpricxson. Mr. Chairman, I will call your attention, be- 

cause I am going to try not to prolong this, I appreciate and I want to 

answer questions that you have, but I want to call your attention, I 
want to read them, of the many items I have in this appendix, because 
people who are interested in this thing should study those. 

That is, I have, first of all, the CCC charter provisions, that is A. 

B is the comparison of this stockpile other than food; it exceeds 
food very substantially. 

Then, the analysis, appendix C is an analysis, of the new agreement 
showing the tremendous increase in responsibilities as the draft stood 
as of yesterday. 

I do not know what is being proposed today. But I do not believe 
there is any relaxation in sight. 

Appendix D contains the changes in the handling rates on the per 
diem basis computed in percentage terms. 
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Remember that we are always using annual terms for analysis pur- 
poses, and they are terribly misleading. 

Then I have an appendix KE, somet hing that is extremely interesting, 
and it is a letter written by the former Secretary of Agriculture, 
Charles Brannan, in March of 1952, March 24, 1952, which deals with 
the subject of allegations of excessive profits in connection with Camp 
Crowder, Mo., which was a sensation in its day. Mr. Brannan put 
these allegations, when they were finally brought, into perspective, 
when all the costs were in, and he brings out that there were no ex- 
cessive profits. Still this story had a great ride in its day; and I 
bring out that you never come to firm conclusions on profits in con- 
nection with this until all the costs are in. 

Finally, in appendix F, I have this quotation in order not to be out 
of context, but to give Mr. McLain fairly an expression of his views 
as given to the House Committee on Appropriations. 

(The documents referred to by Mr. Hendrickson, together with 
additional material submitted by Mr. Hendrickson subsequent to the 
hearing may be found in the appendix starting at p. 447.) 

Mr. Henprickson. Now, Mr. Chairman, that is all I have on the 
direct statement, and I would be glad to answer any questions that you 
have. 

But let me point out that there are some gentlemen who have come 
here, we just finished up the spring conference of the National Federa- 
tion of Grain Cooperatives, and “there are some men here, and you 
know a good many of them, Senator, and I am sure Senator Mundt 
does, whom I would be very happy to introduce. They have not 
asked to testify. I will be glad to introduce them, and I think you 
might want to hear them, because they have been trustees for the 
farmers’ investment in cooperatives for many years, are very able and 
experienced men. 

Senator Youne of North Dakota (presiding). I wish you would 
introduce them. I noticed quite a few have left though. 

Mr. Henpricxson. I am going to ask, first of all, if Mr. M. W. 
Thatcher is still here? Has he gone? He had to leave because of his 
plane schedule. 

No. 2 is M. D. Guild. He is here from Indianapolis. He is general 
manager of Indiana Farm Bureau Cooperative Association, a very 
experienced operator in this field. 

Next I would like to introduce —will you stand up, Fred Watts, who 
is manager of the Illinois Grain Corp. at Chicago, which is affiliated 
with the Illinois Agricultural Association, which is the Farm Bureau 
of Illinois. 

Walter See, who is manager of the Ohio Farm Bureau Cooperative 
Association, Inc., at Columbus, Ohio, manages their grain division, 
which is substantial. 

There are others here, but I will not introduce them. I am sorry 
Mr. Thatcher is gone, but these gentlemen will be glad to answer— 
they have got experience with these costs. They understand them. 

You take, for instance, let me point one out to you, Mr. Chairman. 

In arriving at its rate formula, the Department arbitrarily picked 
50 cents a bushel as the average value in this country of grain storage. 

Now, there simply is no justification for such a flat overall conclu- 
sion for this country as a whole. We think it is quite wrong; and, 
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for instance, these men, I don’t think they have got a bushel of storage 
space which was ever built for less than $1 or more a bushel. 

I am prepared to answer any questions you might have. 

Senator Youne of North Dakota. Senator Mundt ? 

Senator Munpr. Many of the questions I had in mind have been 
answered by Mr. Hendrickson’s very informative and comprehensive 
statement. 

I would like to associate myself with the expressions made by the 
chairman and by Senator Young that this has been a highly educa- 
tional afternoon. 

I have one or two questions I would like to ask, Mr. Chairman. 

Mr. Hendrickson, did you ever have any personal experience of your 
own with a farm price support loan, and could you comment upon 
this reported cost-saving feature to the farmer himself? 

Mr. Henpricxson. Yes. 

Senator Munpr. Related to these storage rates ? 

Mr. Henprickson. Yes; I did, Senator. I operated farms in Vir- 
ginia here for some years. 

Now, the local farmers, the farmers out there, and they are very 
wise, they never did take farm-stored loans out there. They seek 
cooperative space or public space elsewhere. 

However, I decided to go ahead in the face of this well-known ex- 
perience and try farm storage myself out there. 

The result of it was that whereas it graded as under 14 percent 
moisture No. 2 wheat at the time it went into storage, by the time it 
‘ame out it was purely sample grade, and it represented a very sub- 
stantial loss to me. 

Now, my situation, my experience there, is not unlike that of thou- 
sands and thousands of farmers in other parts of the country who 
have learned that the risk of storage in their own granary is very 
great, and who prefer to join together with their neighbors and set up 
an efficient, dependable facility together, and that is one of the reasons 
these cooperatives have grown. 

Senator Munpr. There must be some reason why 

Mr. Henprickson. That is right. 

Senator Munpr (continuing). Farmers are reluctant to store their 
own grain, because Congress, through the years, has made almost every 
conceivable inducement to a farmer to build his own storage facilities. 

Mr. Henprickson. That is right. 

Senator Munpr. Giving him rapid tax writeoff. 

Mr. Henprickson. That is right. 

Senator Munpr. Low interest rates to provide for the cost of it, and 
give them a contract, and still the development of on-the-farm storage 
has not been nearly as rapid as everybody anticipated. 

You feel that is because of the risk involved, and he prefers to shift 
that responsibility over to a professional ? 

Mr. Henprickson. That is right; and those risks, Senator, are in- 
creasing all the time, subtly increasing, particularly in connection with 
the changed requirements of the Food and Drug Administration. 

They come into this picture, and it is not only grain standards that 
you now live with. You live with these requirements that are, we 
call them, sanitation standards, and they represent a very great ele- 
ment of risk. 
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Senator Munpr. Chairman Symington said that he hopes we are 
not dealing with an insoluble problem, and I share that hope. 

But I am not at all sure but what we are dealing with one, which is 
very close to being insoluble so far as finding a Solomon's rule of 
equity is concer ned. 

A lot of stress has been laid this afternoon on cost analysis, we 
should try to find the costs. For the life of me, I do not see if we knew 
the exact costs how that is really going to solve the problem, because 
the cost as to the Government can be ascertained, perhaps, and the cost 
of Government storage in Government bins can be ascertained. But 
the costs appear to me to vary not only regionally but among the 
various storage operators within the region, as they must, I presume, 
perhaps vary between a private entrepreneur and a cooperative. 

Mr. Henprickson. That is right. 

Senator Munpr. And I just do not see how a cost analysis, if we had 
it—if it was handed down from on high this afternoon, and we knew 
exactly what it was—I am not sure that it would solve the problem. 

Mr. Henpricxson. Well, I think I referred to that earlier. Cost 
data are useful, but two things develop. One is this tremendous range, 
and that then brings you to the very great challenge as to how you 
apply in an equitable way such widely ranging cost data, and I cer- 
tainly do not want to be defeatist about this. I just consider it a ter- 
ribly big and complex problem which has suffered from the fact that 
there has been a natural tendency to oversimplify it. Iam just afraid 
it is just like a lot of things in the world, it cannot be oversimplified 
without great risk and damage to a lot of people. 

Senator Munpr. I must say, Mr. Chairman, that when this first 
began to get all the publicity that it did, and the reports on the ques- 
tions and the concern came to be expressed from the farm districts, I 
was very much persuaded by the whole concept of a renegotiated con- 
tract. But the more I hear about them, and the more I try to relate 
them to this particular problem, I do not believe this is the answer. 

I just do not see how, without tremendous increased costs for re- 
negotiation—did you say 1,100, 11,000? 

Mr. Henpricxson. Ten to eleven thousand is the figure generally 
used. 

Senator Munpr. That would require a separate renegotiation for 
each storage contract because the costs vary. You would have to have 
a different set of cinounatances to renegotiate the proper cost for a 
man like Mr. Gregg who testified here, as against this other elevator 
where the farmers, you said, put in the money without any interest 
coming back to them. They should be entitled to it, and a determina- 
tion made as to what figure. 

Mr. Henpricxson. That is right. 

Senator Munprv. I do not see how in the field of renegotiation there 
is & proper answer. Nor do I see how you can do it by putting it like 
you do in the ordinary Government business, by competitive bidding. 
That would put a lot out of business, and you would probably wind up 
with a lot of great big storage houses. All the little fellows and little 
elevators in towns like those of South Dakota would automatically go 
out of business, I suppose, because I do not see how they can compete 
with a million bushel business. I am wondering whether Mr, Hend- 
rickson has any constructive suggestion as to how a reasonable and ra- 
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tional solution might be found as to what we all hope is not an in- 
soluble problem. 

Mr. Henprickson. I would say, first of all, we do believe in carry- 
ing on cost studies. I believe this is important enough to have cost 
studies. 

However, those cost studies need, I think, not a 1-year base but a 
longer base to be fair, and that out of this, for instance, some of the 
conclusions of the Department’s preliminary survey there seem almost 
incomprehensible to me, and I am not a cost accountant, but I am 
quite familiar with operating statements in a great many areas. 

Therefore, I just feel this, that you have to have a longer period, 
and certainly you have to have a regionalization of this rate structure. 

Now, there are many other things 7 you can do and, perhaps, out of 
adequate surveys of the thing, something would develop. 

But, you see, we are switching now to a cost approach from a supply 
and demand approach, and supply and demand seemed to be satisfac- 
tory for a long while. Now that is no longer satisfactory. 

1 feel that I am not contributing enough, nor can I contribute 
enough, to the question you have asked, but I think something can 
be done. 

Senator Munpr. I suggested in a letter to the Secretary some time 
ago that it might be well, under the circumstances, to delay the rene- 
gotiation of rates, either for some time certain or until this commit- 
tee has completed its studies and heard every facet and every phase 
of the problem. Just cutting down rates 19 percent during an in- 
flationary spiral to me does not seem to denote any possible qualitative 
justice. Certainly, costs in the storage business ae gone up just 
as they have gone up in our household budget and in every other 
aspect. I wonder whether you feel that a delay, ies a vear’s delay, 
or until the committee has had an opportunity to complete all of its 
findings and studies and get all the reports in from the publie and 
the Department of Agriculture and Congress in order to be better 

apprised of the facts, would be justified ? 

Mr. Henpricxson. I think there is a great deal of wisdom in what 
you have suggested there, and I would probably amend it to say this, 
that certainly you ought to postpone action with respect to rates until 
the agency that is responsible for promulgating them has a logical, 
reasonable, just basis for acting. 

At the moment I just simply do not believe the Department is 
equipped with data, except for this loose rule of applying the so-called 
supply and demand by saying, “Yes, now we have plenty of storage, 
therefore we can cut the 1 rate, ” which does not seem to me to be fair 
in view of 

Senator Munpr. That rule obviously has no element of equity in it. 

Mr. Henprickson. Right. 

Senator Munpr. It does not consider at all the problem of the fellow 
who went ahead and helped make this supply-and-demand situation 
come in balance. 

Mr. Henpricxson. That is right. 

Senator Munpr. Because he would get hurt very seriously under 
that. Let me ask you—you are probably aa best authority in this 
room, unless it is Mr. Schmidt, who may be the leading authority, 
but I think you know more than I do about the basic law: Would it 
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be possible under the law for the Department simply to extend present 
contracts without saying that this is going to be done for 2 years or 
18 months, until such time as we can arrive at a full set of facts on 
which to make a more intelligent reappraisal or renegotiation, or is 
there something under the law which means that automatically we 
have to extend something for 2 years? 

Mr. Henprickson. Well, I would defer to Mr. Schmidt on the 
matter of law. But I am of the opinion there is nothing that stands 
in the way of the Department taking action with respect to extending. 
But I would say this, this new schedule, agreement and schedule of 
rates, the Department has told us that this is, as far as they are 
concerned, for 1 year only. This is not a 2-year proposition: it is 
for 1 year only. Now, there is nothing that stands in the way of the 
exercise of its own responsibilities. 

Senator Munpr. That is to the length—— 

Mr. Henprickson. As tothe length. 

Senator Munpr (continuing). Of the extension as to whether it is 
a definite time or just a tentative one. 

Mr. Henpricxson. That is right. These agreements are on a year- 
to-year basis entirely. 

Senator Munpr. Would you concur in that, Mr. Schmidt? He 
related the question back to you, sir, as to whether it had to be done 
for a definite period of time. He said his opinion was that it did 
not. 

Mr. Henpricxson. Just for a year-to-year basis, that is all they are 
required to do. 

Mr. Scumipr. That is all it runs at the present time. It runs 
simply on a year-to-year basis. 

Mr. Henprickson. That is right. 

Mr. Scumiptr. Any extension would have to be a mutual agreement 
between the two contracting parties, unless agreed—— 

Senator Munpr. There is nothing in the law that stipulates growing 
up by precedent ? 

Mr. Scumipr. No. They draw up a contract under authority 
granted to them by the CCC charter with respect to storage of com- 
modities, and there is nothing in the charter or the law pertaining 
toa specific contract for grain storage. 

Senator Munpr. It would certainly seem to me the better part of 
wisdom to grant some sort of extension until a more firm set of facts 
could be established, and they could have a more reasonable approach 
to these insoluble problems, which are very serious to the individual 
entrepreneur, and to the co-op or to the storage operator who, if he 
gets caught by a bad decision is simply going to be put out of business 
and go bankrupt. 

Mr. Henpricxson. I think I should point out to you, Senator, this 
is the first time these rates have been utterly flattened out. 

For instance, we have always had a regional differentiation in the 
rates for wheat for years, and here by overreliance upon what I call 
an averaging process, just averaging really one horse, one rabbit, and 
one polar bear, that gives you a flat proposed rate and, of course, obvi- 
ously that is going to be unfair to certain people. 

The basis of their own cost study presupposes that; that is the 
problem here, which is most important, trying to cut down some peo- 
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ple who are alleged to have a fairly high profit at the moment or 
breaking those who are below the subsistence level or very nearly so. 

Senator Munpr. I think those are all the questions I have. 

Senator Youne of North Dakota. Mr. Counsel ? 

Mr. Scumipr. Mr. Hendrickson, I would like to ask you one par- 
ticular thing. You said in your statement given here: 

However, the Commodity Credit Corporation in the rationale employed in its 
new rate proposal used a flat, nationwide, average construction cost of 50 
cents a bushel, with one-sixth of this allocated to handling equipment. 

In recent hearings before the House Subcommittee on Appropria- 
tions, Congressman Robert Michel asked Assistant Secretary of Agri- 
culture Marvin McLain the following: 

Do you folks have an average cost of storage per bushel or an average con- 
struction cost per bushel for storage, up to date? Is that what would be 


required today to build storage and what the proportion at cost per bushel 
would be? 


Mr. McLarty. This, of course, varies all over the place. We have the costs 
on the bins that we bought; but, as I understand your question, it is on com- 
mercial storage. 

Mr. MICHEL. Right. 

Mr. McLain. We do not have that kind of information but we have made that 
study which takes into consideration the cost which involves depreciation 
and also the other factors which we have furnished to all the committees— 
and then he goes on further. 

You have given in your statement various examples of construction 
costs ¢ 

Mr. Henprickson. Yes. 

Mr. Scumipr. Do you know of any other material available or any 
current surveys of construction costs, since the an has stated 
that in their current cost study they did not include this? 

Mr. Henprickson. That is right. They made no evaluation study 
at all. I am not aware of any. Nothing that I would call a com- 
prehensive or representative study have they made. And that is one 
of the puzzles here. 

For instance, I call attention to some of these costs in some of these 
areas, and they continue to go up. 

For instance, the Pacific coast, it is an unusual situation. Below 
Portland, a new port authority elevator that one of our members 
plans to lease is being built, and they have got to give a guarantee 
for a long period of time for this, so that the port authori ity can re- 
cover its entire investment, and there will be part of this which will 
be conventional, fast loading for vessels, ocean vessels. 

But there will be part of it, as a matter of fact, flat storage, and 
stall the last estimate I have obtained on it it will run very close to 
$2 a bushel. 

But, of course, there is a lot of piling involved there. 

Now, once in a while, of course, you run into a situation like Mr. 
Puelz in Lincoln. Part of that cost of his construction was brought 
down because his co-op had this big conventional storage and very 
good facilities, and then they added some flat storage in which they 
could put seasoned grain, and that brought his average cost way down, 
very considerably down. 


58385—60—— 16 
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I do not know of any good—Mr. Schmidt, I do not know of any 
good, reliable, comprehensive data on that, frankly. It should not 
be hard, though 

Mr. Scumipr. As you realize, we are gathering all of the data that 
we can, and I wondered if you have spt, ua in addition to what you 
presented here / 

Mr. Henprickson. I do not have on that at the moment. 

Mr. Scumipt. The other thing is in this discussion of the more 
restrictive contract as proposed ‘by the Department of Agriculture. 
Do you feel that the w: arehousemen could afford to accept a lesser 
rate for storage of Government grain if the contract provisions were 
not too restrictive ? 

Mr. Henprickson. Well, certainly, I am not saying that we can 
accept a lesser rate because there are some that could, perhaps. But, 
on the average, I do not believe they can. But here you have a situa- 
tion of a tremendous increase in responsibility simultaneously with 
a reduction in rate so that instead of it being a reduction in rate of 
19 percent, which is very, very substantial, it probably is a cut that is 
closer to 36 or 38 percent. 

Now, I think this is an unbearable combination for a great many 
warehousemen, especially in connection with corn, soy beans, and grain 
sorghums with what we call the breakage provisions. It is a tech- 
nical one. 

Mr. Scumipr. In what way do you feel that the terms, general 
areas, not specific, general areas of the contract could be loosened, 
let us say, and not tightened, and still not endanger the Government’s 
grain storage program ? 

Mr. Henpricxson. I would say, in the first. place, I do not think 
the Government grain storage program is endangered at all if they 
would continue virtually all of the 1956 agreements in effect. The 
fact is that the 1956 agreement has given the Government of the 
United States extremely good stew ardship with respect to its grains 
and its inventories, extremely good, and it is well protected by bonds 
and otherwise. 

I frankly do not see any necessity, except in one area, where I be- 
lieve this industry is entitled—it is not obtaining it—but where it 
is entitled to a degree of protection it does not now have, and that 
is under this food and drug clause. We are now influenced by what 
we saw happen to cranberries and caponettes. It is very difficult in 
connection with grain, where a sudden rule change is brought about 
by some agency ‘which you cannot forecast or anticipate whatsover, 
and which might render something that you have given good steward- 
ship to for 2 or 3 years, and suddenly this grain is not acceptable. It 
is just what we call DLQ’d, or said to be nonacceptable in grain 
channels. 

Senator Munpr. We had a big flurry before our Agriculture Com- 
mittee several years ago, and somebody from the Pure Food and Drug 
said that something was unfit for human consumption, and we had 
to have some emergency meetings to try to dissuade them. 

Mr. Henprickson. I was there, Senator. 

Senator Youne of North Dakota. Do you have anything further 
to add to your testimony ? 

Mr. Henpricxson. Pardon? 
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Senator Youne of North Dakota. Do you have anything further? 

Mr. Henprickxson. I would simply, to save time—I do not want to 
bore you, if I may have it understood that what portitions of my 
testimony I did not read and the appendix will be made a part of the 
record 4 

Senator Youne of North Dakota. Without objection, it will all be 
included. 

Mr. Henprickson. If that is understood I stand ready to cease fire. 

(The remainder of the prepared statement of Mr. Hendrickson 
follows :) 


CCC was forced to build more bins between 1953 and 1956, bringing the total 
capacity to 985 million bushels, a total of 238,000 structures at 4,000 binsites. 

Now a new factor entered the picture, which later accounts for much of the 
expansion of storage. During the Korean war, accelerated depreciation of up 
to 40 percent on approved certificates of necessity had been approved for grain 
and other warehouses under certain conditions. It encouraged some expansion. 
Storage occupancy agreements under both Brannan and Benson administrations 
encouraged some expansion also. 

But in 1953, Congress passed a law authorizing accelerated depreciation of 
100 percent of the cost of the grain warehouse in 5 years, providing it was built 
between January 1, 1953, and December 31, 1956. 

This proved attractive. This induced people from other fields who had 
earnings that could benefit from depreciation writeoffs, to enter the grain ware- 
house business. Farmers through heir cooperatives in some cases used this 
method; but many did not, believing that each generation of users of its facili- 
ties should bear its share of the burden of cost and financing. 

The act of 1953 was the chief key to the expansion of commercial grain stor- 
age space from about 1.250 billion bushels available under USGA in 1950 to 
approximately 4.250 billion approved for CCC use at the present time. 

The table below, in thousands of bushels, traces the expansion from 1952 to 
last September: 





Commercial | Facilities 





warehouse | constructed | 
Date space | CCC-owned | under farm | Combined 

approved bins storage | 

under UGSA facility loan | 

} program | 
a ete cracnsiu igh teal heck ah ease eaema mabe 1, 240, 277 | 543, 241 139, 676 | 1, 923, 194 
Dee. 30, 1953 1, 324, 007 | 543, 308 | 170, 237 | 2, 037, 552 
Dee. 1, 1954 ee ee 1, 834, 113 | 705, 060 | 246, 884 | 2, 786, 057 
DE TI I dice Se earic ws een . ai a 1, 930, 160 | 843, 196 282, 071 3, 055, 427 
EIOGCR, BUGS 8c ancnencecas Le eae ke aawncenaeene 2, 384, 733 | 893, 710 313, 989 | 3, 592, 432 
Dec. = 1957 2, 797, 487 | 989, 840 | 340, 399 | 4, 127, 726 
Dec. 31, 1958 Fa getcusays enened we 3, 488, 240 987, 544 | 401, 404 | 4, 877, 188 
Sept. = ital aii il al al siadhiaieal | 4, 5, 557, 597 


O88, 642 985, 524 | 483, 431 | 


Source: House Agricultural Appropriations Subcommittee on USDA 1961 budget, pt. 3, p. 530. 


I propose to examine here briefly some of the elements touched on by this 
subcommittee in its hearings relative to this greatly overexpanded industry : 

1. Should there be a UGSA at all? Since 1940, the Department of Agriculture 
has considered this essential. I will not dispute that conclusion. It asks for 
special treatment of its inventories. It receives and will receive this special 
treatment so long as it is willing to pay compensatory rates. 

2. Should rates for storage and other services be uniform throughout the 
Nation, as the Department now proposes? I do not believe that there is adequate 
evidence to support this conclusion. Regionalization, that is, variation in rates, 

reflecting widely varying costs by areas of original construction, of replacement, 
and costs of operation, would be justified. For years until the proposed new 
rates, there have long been regional variations. 

The newest construction of an elevator by a member of this federation, by 
United Grain Co., a cooperative with headquarters at Champaign, IL, cost $1.36 
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a bushel. The structure at Creve Ceour on the Illinois River has a capacity of 
1,467,000 bushels, cost $2 million under a flat-sum contract, and the contracting 
firm, well known to me, reports it lost $250,000 on the project. 

The Arkansas Grain Corp., Stuttgart, Ark., another member, has recently built 
a number of elevators, primarily to store and merchandise soybeans. The total 
capacity, 6,150,000 bushels; the cost, $6,101,000, an average of 99 cents a bushel. 

MFA built a 1,5-million-bushel elevator at Louisiana, Mo., at an average cost 
of $1.15 a bushel. At Lamar, Mo., it built a 500,000-bushel house at a per-bushel 
cost of $1.015; It decided not to build at Kansas City, Mo., last fall when bids 
revealed a cost of 81.12 a bushel on a 3.5-million bushel elevator it badly needs 
for merchandising grain for its farmer members. 

However, CCC in the rationale employed in its new rate proposal used a flat, 
nationwide, average construction cost of 50 cents a bushel, with one-sixth of this 
allocated to handling equipment. Then it applied a return of 6 percent to this 
to arrive at a return on investment in its proposed storage rate. 

It did not allow for the fact that only about 4 out of each 5 bushels of capacity 
can be used at one time, applied the 50-cent figure to the fourth and not the fifth 
bushel. 

All of this was unrealistic, arbitrary, unfair, and is supported by no valuation 
or reproduction cost study whatsoever. Our position in this matter is no secret 
to the Department. 

Here is a list of costs, which can be supported by copies of actual contracts for 
conventional, upright country storage awarded in 1956, 1957, and 1958 after 
competitive bidding, as compiled by E. J. Barry, Farmers Union Grain Terminal 
Association of St. Paul, Minn. : 


| 
Location | Date | Type Capacity Cost Cost per 

| bushel 
i spatial al clita eect ek ince ; 3 eek 
Finley, N. Dak-_-_..-- Be — ...| Aug. 15,1958 | Concrete 148,000 | $171,000 $1. 155 
Lienite, N. Dak es | Jan. 15,1958 | Wood_--- 140, 000 148, 000 1. 057 
Donaldson, Minn ee | Mar. 13, 1958 | do__. | 665,000 | 108,000 1. 661 
Twin Valley, Minn i Riscatad kdcaket Ae AOR 53.2 Oseciix 50, 000 88, 000 1. 76 
Lismore, Minn ‘ : __.| July 8, 1958 _.do_- 50, 000 102, 700 2. 054 
Fergus Falls, Minn_.._..--- ; ...| Mar. 28,1958 | Woodannex. 60, 000 37, 626 . 627 
Joplin, Minn_.__--- rE set ae Jan. 15,1958 | Wood__- 70, 000 112, 600 1. 608 
Devon, Mont ee cgi asea'itiescsteek ate May 27, 1957 |.....do-_.-. 65, 000 94, 250 1. 45 
Cut Bank, Mont_..._.-...-. a _| Nov. 12, 1956 | Bia 5 125, 000 132, 000 | 1. 056 
I, IE, ho i as Mar. 28,1958 | Wood annex. 60, 000 38, 500 . 642 

| ' 


“Only by building a greater capacity, say 150,000 bushels and up, can the price 
be reduced to somewhere near $1 a bushel,” Mr. Barry said. ‘Country elevators 
are built to serve producers in their own community, and local needs dictate the 
proper size, and in many cases excess capacity would be a mistake.” 

3. I have mentioned conventional, upright storage. This is the backbone of the 
efficient grain marketing system which has the lowest margins in marketing of 
any comparable commodities. 

In recent years, a great deal of flat storage has been built which will contrib- 
ute little to a permanent, efficient marketing system for farmers. It has salvage 
value in that it is multipurpose. Upright elevators have no alternative use. 

It costs far less, often from 22 to 35 cents a bushel, to build flat storage. It 
is slow to fill and slower to empty. These are what I regard as “stockpile” ele- 
vators, which are incapable of supplying fast service. 

But a difference in rates would be difficult to justify and administer. The flat 
storage operators are bonded, accept the same responsibility for grain in terms 
of weight and quality. 

4. Costs of operation since 1958 have increased and are still increasing. The 
proposed rates do not take account of that. 

5. The rates do not take deterioration into account in any adequate way. 

Grain is not the only thing stockpiled at the moment in this country. Please 
note the table marked “appendix B.” I won’t comment on this except to say 
that it, too, must involve transportation, interest, storage, and handling costs, and 
I have yet to see one word of criticism in this area. Perhaps the subject is 
classified. 

In the new agreement, to be effective next July 1, the Department has insisted 
on changes that will greatly increase the warehouseman’s responsibility. It is 
impossible to convert these increases into per centums, but objective men I con- 
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— 


sider expert in this field of assessment would say the increase was a minimum 
of 10 to 12 percent, perhap as much as 20 percent. 

A brief summing up of these changes is contained in appendix C. 

With a tougher contract ahead, the proposed rate cut, referred to as an aver- 
age of 19 percent, is, of course, a far deeper cut. 

Actually, the cut is larger for some services, less for others. Two tables in 
appendix D show in actual rates the percent of change in truck receiving 
charges and for storage services by areas. Regional variations have been elimi- 
nated by averaging widely varying elements of cost found in a survey of just 
1 year’s operations which range greatly. It is remindful of adding one horse, 
one rabbit, and one polar bear, and then dividing by three. 

This is not the first year that the administration of grain storage by CCC 
has been criticized and investigated. Time and patience have been required to 
get all the facts in perspective many times before. 

Appendix E is a copy of a letter sent under date of March 24, 1952, by Charles 
F. Brannan, then Secretary of Agriculture, to Senator Williams of Delaware. 

This letter is long but most useful as background, really interesting to read 
because it manifests some spunk, and is supplied in the appendix as information 
helpful to the committee. 

It also lends support for what I sometimes immodestly call Hendrickson’s 
law—that this subject arouses most heat and passion in years divisible by four. 
In those years, the trend appears to be to declare a year-long open season on 
warehousemen. The others can defend themselves, but for those 33 to 35 percent 
of the warehouses which farmers have built for themselves through their own 
cooperatives I will hustle to the defense like an old firehorse. 

Brannan’s letter was an effort to set straight the record with respect to 
repeated allegations that ‘excessive profits’ were made by two warehouse opera- 
tors, neither of them a co-op, at Camp Crowder in Missouri, There was the 
usual tendeney to count profits before all costs were counted. 

This was quite a sensation in its day, and I will not bore you with the details. 
The letter speaks for itself, and totally deflates the allegations of “excessive 
profits,” in my opinion. 

At St. Joseph, Mo., and Fort Worth, Tex., a few years ago during this admin- 
istration, some 40 million bushels of wheat were stored on the ground in large, 
specially-treated canvas tents. It was a sensation. Life earried pictures of 
them. At long last, someone had come up with really cheap storage, and 
“excessive profits” were sighted ahead. 

This literally was one for the birds. 

For, sure enough, hungry and perverse birds pecked away at the canvas. Big 
holes and tears resulted, the winds expanded them, and the rain blew in. A 
great deal of the wheat went out of condition. The warehouseman lost $15 
million-plus, and CCC reports it lost not 1 penny. 

Finally the tents were folded, and the sensation stole silently away into the 
long night of oblivion. What happened to the birds I confess I do not know. 

Webster’s dictionary defines “negotiate” as “to hold intercourse with a view 
to coming to terms; to confer regarding a basis of agreement; as to negotiate for 
the purchase of a house.” 

I submit that this is not an apt description of the process now underway 
between three six-man teams of negotiators for trade groups and the Depart- 
ment. Our federation is represented by one team of six men, and I am one of 
them. 

We meet with Department representatives who are cordial and pleasant, but 
not with the CCC Board of Directors where the authority is vested. Marvin 
L. McLain, Assistant Secretary, states it accurately on page 661 of part 3 of the 
House hearings on agricultural appropriations for 1961. 

I include his full statement in response to a question, as carried on pages 660 
and 661 of part 3, in appendix F, attached, so I will not be accused of taking 
something out of context. But the heart of his statement as it bears on the 
negotiation process is: “* * * the CCC Board will make its final decision on 
these rates.” 

Thus the rates are determined by edict of the Board, and not by negotiation, 
in 1960. 

I have a great deal of respect for Mr. McLain. He is a fellow Iowan, once 
served as chairman of a country grain co-op board. His statement in appendix 
F is worth study. He appears to think that storage having expanded, a rate 
cut nationwide is justified; that this is in accord with the law of supply and 
demand. 
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It reminds me of what used to happen years ago before farmers in vegetable- 
growing areas organized co-op associations to bargain for contracts collectively. 

In January and February when no one had fresh tomatoes, high prices—often 
-alled Come-on prices—were quoted. Then after farmers responded with a big 
acreage and the harvest rush was on, the price was cut back to where profits 
and costs looked like the gold dust twins. 

It had the hallmark of a confidence game, and the handling by the Department 
of storage rates this year is remindful, I regret to say. 

If crops are bountiful this year and the surplus mounts again and storage space 
is short, will the rates be raised in 1961? 

A new set of Department negotiators will in all likelihood be on hand then, 
and we can only hope that instead of a sledgehammer to flatten them out they 
will reach conclusions on rates using a fairer and more sophisticated basis than 
subjective reactions to ill-informed criticism, no matter how strident. 


Senator Youne of North Dakota. This will conclude our hearing. 
But before we adjourn, I want to tell you that you very ably and 
commendably defended the grain co-ops, and you are one of the best 
witnesses I have ever listened to. 

Mr. Henpricxson. Thank you very much. 

Senator Youne of North Dakota. The meeting will be recessed. 

(Whereupon, at 4:35 p.m., the committee adjourned, subject to the 
-all of the Chair.) 

(Statement submitted after the hearing by Mr. Hendrickson :) 


In your release on April 14, Mr. Chairman, you listed certain questions. I 
have prepared replies to the seven questions you list : 

Question No. 1. “Is the Department of Agriculture undertaking an adequate 
cost study to negotiate rates so as to prevent some excessive profits at the expense 
of farmers and other taxpayers, but so as also to give opportunity for a fair 
profit to those who are providing needed storage service to the farm communities 
of this country?” 

Answer. “I do not see that cost studies, any of which will produce abundant 
evidence of a very wide range of costs, is any answer in itself. The problem 
is how to apply cost data fairly as found. Certainly, operations for 1 year 
only is an unsound basis. 

“In the case of farmer-owned and farmer-controlled cooperatives, no profits 
of any kind are at the expense of farmers, but any savings are returned to 
farmers over and above actual costs, as has been explained here today. 

“This cost data gathered by the Department has many weaknesses. So do 
such GAO reports as I have heard of. The chief one is that the allocation of 
costs as between storage, handling, and merchandising, an almost impossible 
task to segregate, as well as other functions of a farmers’ grain cooperative, 
are subjective and not objective. They vary greatly. Regional and area cost 
variations become confused and misleading in a maze of averaging to achieve 
a flat schedule of national rates. This is excessive and unreasonable reliance 
on an averaging process. 

“The Department then picked a flat construction cost figure of 50 cents a 
bushel—picked out of the hat, I expect. Whose hat I do not know. Then 
no allowance was made for deterioration, none for cost increases since the 
survey period. 

“This is unfair to the great majority of warehouses. It will deny them not 
only a fair profit but will force up farmer grain marketing margins while 
prices decline, to avoid, if possible, operations at a loss.” 

Question No. 2. “Is the Department conducting an adequate cost study survey 
to determine the cost of on-the-farm grain storage?” 

Answer. “I do not know. But I know the Department has announced that 
it will cut rates paid farmers on reseal programs to accord with its final 
UGSA rate structure. I have received many protests from farmers re that 
reduction and have informed the Department of this view. 

“These rates must be in harmony, and the farmer should continue to have 
free choice as to storing loan grain on his farm, in his co-op, local or regional, 
where he can do so at cost, or anywhere else he desires. I know many farmers 
personally who oppose this cut in reseal rates.” 
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Question No. 3. “Does the Department recognize that the farmer does not 
receive a handling rate for his on-the-farm storage as is paid the commercial 
warehouseman ?” 

Answer. “Certainly the Department and anyone else familiar with this 
business recognizes that there is a difference. Grain on the farm is at the 
point of production. If resealed, it is still subject to redemption. It is differ- 
ent than grain that has changed title finally and taken one or more steps on 
the way to market. Each of those steps involves additional costs for serv- 
ices performed which should be compensatory. As a farmer, I never expected 
a Government payment to put grains in my granary or cribs. If I wanted it 
weighed and loaded on a boxcar or truck, I expected to pay for that service. 
Most farmers understand this as I do. 

“From the beginning of the loan program and until some point during the 
Brannan administration, storage costs incurred in commercial warehouses dur- 
ing the loan period on wheat and certain other grains was paid by CCC if the 
grain was taken over in satisfaction of the loan. If redeemed, it did not pay. 
A deduction in loan proceeds at the time the loan was made was then introduced. 

“It would be helpful to farmers if the former system was restored—and far 
more significant and equitable than attempting to provide handling charges for 
reseal grain. If, of course, you desire to pay handling charges to farmers, we 
shall not object as better farm income is our chief objective. 

“You realize, of course, that storage charges deducted from loan proceeds, 
are not segregated in CCC accounts of storage paid and there has been publicized 
the CCC storage paid with no recognition that millions of dollars of this were 
deducted from farmers.” 

Question No. 4. “Has the Department considered the fact that any proposed 
new rate will proportionately add or subtract from the income of the individual 
farmer, since the latter is charged for the initial storage payments paid when 
crops are taken to the elevator for storage under the loan program?” 

Answer. “The Department can speak for itself. But, referring to the answer 
to question No. 3, the farmer for a long while until the Brannan administration 
was not charged an initial storage payment on wheat and certain other grains: 
and in the case of corn, then and now, storage is largely in the ear in farm cribs 
until the loan period terminates. 

“IT have explained earlier that farmers who are members of grain co-ops re- 
cover any charges paid in excess of costs, whether they or CCC pays for the 
storage; and that is one reason why farmers own, finance, and control grain 
warehouses for themselves. I am sure you approve of their self-help initiative.” 

Question No. 5. “Is the Department taking the necessary steps to find out the 
differences in costs between storing grain in certain parts of the country as 
against others?” 

Answer. “We doubt if the steps it has taken are adequate. If it has such 
data, in adequate degree, it certainly has not given any expression to this in the 
new rate structure which is, for the first time, uniform for the Nation as a 
whole. This does not appear to be realistic or fair, in view of the great range 
in construction and operating costs by areas and types of storage.” 

Question No. 6. “Is the Department considering a renegotiation clause to 
prevent excessive profits? (Its own recent survey shows the differences in the 
cost of storage to be as much as 50 cents per bushel.) ” 

Answer. “The Department will speak for itself. Personally, I have studied 
the renegotiation idea for food off and on since 1941. In World War II and 
during the Korean period, foods were exempted from renegotiation statutes. I 
urged that then. There are several reasons. These include: 

“1. The administrative and accounting job applicable to 10,000 to 11,000 ware- 
houses would be huge and unmanageable. These are mostly small, very small 
businesses. The cost of audits to the Government, including travel, would exceed 
any possible savings. 

“2. Farmers need prompt settlement of any sums due them. Many cannot even 
Wait to take out a price-support loan. The uncertainties of final settlement inci- 
dent to renegotiation would force up grain marketing margins and costs to the 
disadvantage of farmers. 

“In the case of cooperatives, one class is required to give notice of patronage 
by 75 days after the close of the fiscal year, with an extension of 90 days if 
necessary, under Internal Revenue Service rules. The other class has 8% 
months under the law to give such notice. 
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“Such notice could not be given in that time with a system of renegotiation 
where disputes might hold up final settlement for years. Without such firm 
notice, both classes of co-ops would be deprived of excluding patronage to be 
paid in any form whatever from income under the pattern followed by co-ops. 
This would have the effect of cutting across the solemn preexisting contracts 
between farmers and the cooperatives they own and control.” 

Question No. 7. “Is the Department considering the plight of the operators 
who, while providing necessary services to the farmers in their communities, 
are losing on every bushel of Government grain stored?” 

Answer. “The Department can answer for itself. 

“You have heard three warehousemen testify, two managers of farm coopera- 
tives who pay back any earnings from farmer and CCC business above cost to 
their farmer-members. You have heard in open hearing from no warehousemen 
who are losing money on Government grain. I am glad that you realize that a 
host of them exist. 

“IT heard plenty of them at the Kansas City Town Hall meeting on March 
30 and 31, when more than 1,000 warehousemen, at least one-fifth from farm 
cooperatives, protested the new UGSA rate schedule of which you expressed 
approval when it was announced March 16. 

“Do you know how that rate was announced to members of the three negotiat- 
ing groups? It was in the form of a press release. 

“A final point: I have no confidence in government by press release. I have 
confidence in a process of careful study—investigations, too—to elicit all the 
facts patiently, all the background necessary to weigh and judge complex mat- 
ters. Then let reasonable and responsible men sit down and review the data 
together. Let them refuse all sinful temptation to reap partisan advantage. Let 
them resist all tendencies to draw broad generalizations affecting 10,000 to 11,000 
grain warehouses from percentage data of profit to cost of three or four ware- 
houses, disregarding return on capital, deterioration, shrinkage, risks incident to 
gain still in store. 

“And, in the case of cooperative enterprises owned, financed, and controlled by 
farmers, let them take into account that these represent a sincere effort on the 
part of farmers to help themselves.” 
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INVESTIGATION OF GRAIN STORAGE OPERATIONS OF 
THE COMMODITY CREDIT CORPORATION 


THURSDAY, MAY 12, 1960 


U.S. SENATE, 
SrecrAL INVESTIGATING SUBCOMMITTEE 
OF THE COMMITTEE ON AGRICULTURE AND Forestry, 
Washington, D.C. 

The special subcommittee met, pursuant to call, at 10 a.m., in room 
312, Old Senate Office Building, Senator Stuart Symington (chairman 
of the subcommittee) presiding. 

Present: Senators Symington and Young of North Dakota. 

Also present: Richard M. Schmidt, Jr., special counsel, and George 
M. Kopecky, professional staff member. 

Senator Symrneton. The subcommittee will please come to order. 

In the past few months we have been investigating the administra- 
tion of certain operations of the Department of Agriculture, and par- 
ticularly the Commodity Credit Corporation. 

In the course of this investigation, one of the areas studied by the 
subcommittee has been the operation of the Government grain storage 
program by the CCC. 

In this regard the subcommittee has had the splendid and whole- 
hearted cooperation of the Comptroller General of the United States. 
The General Accounting Office, under General Campbell, has recently 
completed a cost study of the cost of storage of Government grain in 
commercial warehouses. We have with us today representatives of 
the GAO who have come to testify concerning this study before the 
subcommittee. Of course, we would welcome that. 

Mr. Counsel, would you call the first witness ? 

Mr. Scumipr. Mr. Philip Charam. 

Senator SymrncTon. It is the custom, Mr. Charam, of the subcom- 
mittee to swear witnesses who testify before us. Please have these 
gentlemen with you identify themselves, if they are going to testify. 

Do you solemnly swear that you will tell the truth, the whole truth, 
and nothing but the truth to this subcommittee, so help you God ? 

Mr. Cuaram. I do. 

Mr. Wirker. I do. 

Mr. Tuompson. I do. 

Mr. Scumipr. Mr. Charam, for the purpose of the record, would 
you introduce the other two gentlemen ? 

Mr. Cuaram. Yes, sir. 

On my left is G. J. Wilker, who is supervisory accountant in charge 
of our audit of CCC activities, and Mr. L. F. Thompson to my right 
is a member of our General Counsel’s Office. 
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TESTIMONY OF PHILIP CHARAM, ASSISTANT DIRECTOR, CIVIL 
ACCOUNTING AND AUDITING DIVISION, GENERAL ACCOUNTING 
OFFICE; ACCOMPANIED BY G. J. WILKER, SUPERVISORY AC- 
COUNTANT, AND L. F. THOMPSON, ATTORNEY, GENERAL COUN- 
SEL’S OFFICE 


Senator Syminaton. Do you havea prepared statement ? 

Mr. Cuaram. Yes, sir; we have. 

Senator Syminetron. Would you like to read it ? 

Mr. CHaram. Yes, sir. 

Senator Symrneton. Will you proceed. 

Mr. Cuaram. Mr. Chairman and members of the subcommittee, in 
response to your request, we are pleased to appear before you today 
to discuss our report to your subcommittee dated May 10, 1960, on the 
examination of storage and handling costs under the Uniform Grain 
Storage Agreement (UGSA) of the C ommodity Credit Corporation 

(CCC), Department of Agriculture. 

As part of our review of the procedures and practices followed by 
CCC in its negotiation and administration of the uniform grain stor- 
age agreement with the grain storage industry, the General Account- 
ing Office has examined the records of 57 commercial warehouses 
storing grain for CCC under the terms of the UGSA. Our examina- 
tion of the warehousemen’s records was directed principally at ascer- 
taining the operating costs incurred at these warehouses in the storage 
and handling of grain for CCC so that we could appraise the effective- 
ness of the CCC negotiation procedures and the reasonableness of the 
specified storage and hi andling rates. Our report, submitted at the 
request of the subcommittee, concerns itself mainly with the presenta- 
tion of the results of our examination at the 57 warehouses which was 
completed in December 1959. 

Following is certain background material and the highlights of 
other matters set forth in our report. 


BACKGROUND 


In the conduct of its price-support operations, the Commodity Credit 
Corporation, a wholly owned Government corporation within the 
Department of Agriculture, acquires substantial stocks of farm prod- 
ucts through the takeover of commodities pledged as loan collateral 
and through purchases. To prevent deterioration and loss of its sur- 
plus stoe ks, the Corporation has developed a storage-facilities program 
encompassing the use of commercial warehouses, Government-owned 
bins and ships, and on-farm structures. 

CCC has a uniform grain storage agreement under which it makes 
storage payments to commercial warehousemen storing grain for 
CCC’s account in ame and terminal warehouses. The agreement, 
which applies to wheat, corn, barley, oats, rye, grain sorghums, flax- 
seed, and soybeans, na fer for each of the grains a flat per-day stor- 
age rate. The : agreement also covers payment by CCC for such serv- 
ices as receiving and loading out. As of December 31, 1959, there 
were approximately 10,000 approved grain warehouse fac ilities, hav- 
ing a total capacity of about 4.2 billion bushels, operating under the 
agreement. 
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The UGSA is a standard agreement between CCC and commercial 
warehousemen, setting forth the rights and obligations of the parties 
and the rates of compensation that will prevail if grain is tendered to 
the warehouseman by CCC, and he accepts. Storage and handling 
rates have, in the past, been established for the various grains accord- 
ing to five geographical areas. All warehousemen within a geograph- 
ical area received the same rate. In addition, handling rates vary, 
depending upon whether grain is received by truck or rail. The agree- 
ment is renewed automatically each year unless terminated by written 
notice from either party at least 30 days prior to the renewal date. 

In the past, the storage and handling rates provided by the agree- 
ments were established basically by negotiations between representa- 
tives of the grain storage industry and officials of Commodity Credit 
Corporation, utilizing cost indexes of several of the items related in 
some way to storage costs. 

Senator Symrneron. Can I ask you a question there, just for clarifi- 
cation ¢ 

Am I to understand that the rate is the same in all the five geograph- 
ical areas ? 

Mr. Cuaram. It is not the same in all the areas. In the past it hasn’t 
been. It varied according to the geographical areas. 

Senator Syminetron. The rate itself varies ¢ 

Mr. Cuaram. Yes, sir. 

Senator Symineron. How much does it vary? Is it based on costs? 
Let me put it to you that way. 

Mr. Cuaram. Well, I don’t think it is based on costs especially, no. 

Senator Symrneton. What is it based on ? 

Mr. Cuaram. Well, the Department—I really don’t know the exact 
basis for their rates, but they set them through negotiations. 

Senator Symrneron. It is just a request ‘for clarification of the 
record. 

As I understood it, there was a standard rate of around 17 cents 
and that was paid regardless of the cost. I think we had some figures 
which showed that the cost of storage varied as much as 50 cents a 
bushel. 

Mr. Cuaram. Well, now take wheat, for example. In area 1, the 
rate Was on an annual basis 15.695 cents. Area 2, 16.425; area 3, 
16.79; area 4, 17.155; area 5, 17.855. 

Senator Symineron. I see. 

Mr. Cuaram. Now, on the others, the rate was the same in all the 
various areas, 

Senator Youne of North Dakota. Mr. Chairman, I don’t think that 
the witness is as knowledgeable as he might be on the grain storage 
business. I think the rates should be based on costs and hazards of 
storage in the various areas. 

Isn’t that true? Isn’t it true that there are more hazards in storing 
grains in certain areas of the United States than others ? 

Mr. Cuaram. Well, it should be. The only statement I made, Sen- 
ator, was that in the past the rates that are included in this contract 
were based on cost indexes of specific items of cost that ordinarily 
are related to storage. 

Senator Youne of North Dakota. Yes. I think we want to be fair. 

Senator Symineron. I think we are being fair. I don’t think 

Mr. Cuaram. That is the statement I made. 














2AGB INVESTIGATION OF GRAIN STORAGE OPERATIONS 


Senator Symineton. It is my fault. I just want to get some in- 
formation. What I asked was, I heard before and it has been cleared 
up that the rate was around 17 cents. Now, as I see it, the rate varies. 
We will take the top figure that Mr. Charam has given us and the low 
figure, and based on cost, the—let us see, now. ‘There is a difference 
based on cost of 2 cents based on the different areas. Is that right? 

Mr. Cuaram. That is right. 

Senator Symineton. Roughly. I am just taking 15.69 and sub- 
tracting it from 17.88 

Senator Youne of North Dakota. May I ask the witness if when 
he made a study of this, he took into consideration the greater haz- 
ards of storing wheat in some areas than others ? 

Mr. Craram. Senator, as we will explain later, this report here 
is primarily to show the results of operating costs at specific ware- 
houses that we visited, and this is not a report on the overall Uniform 
Grain Storage Agreement. 

Senator Symineron. Well, my only point that I was trying to get 
at, Mr. Charam, and you have c ‘leared it up, I think, is that we have 
had variation in costs of storage of grain from 2.5 cents a bushel to 52 
cents a bushel, and I would hope that we could figure some way that 
people with high costs, especially those that have been urged by the 
Government to go into the storage of grain, would be allowed a fair 
profit. 

The figures that you give, the rates, instead of having anything to 
do with a 50-cent differential in cost, the rate figures you gave on grain, 
show a maximum difference of just over 2 cents. That was my point 
in asking the question. 

Will you proceed. 

Mr. Cuaram. Yes, sir. 

As I said, the rates that were established in this Uniform Grain 
Storage Agreement in the past were basically by negotiations between 
representatives of the grain storage industry and officials of the 
Commodity Credit Corporation, utilizing cost indexes of several 
of the items related in some way to storage costs. 

No comprehensive survey of warehousemen’s operating costs had 
ever been made in order to provide a firm basis for determining the 
reasonableness of the rates and the impact of price trends reflected 
in cost indexes upon such rates. However, in preparation for its 
recently completed negotiations with the commercial grain storage 
industry for a new storage agreement to become effective about July 
1, 1960, CCC has for the first time made a grain storage cost survey 
based on examinations and analyses of the records of country and 
terminal warehouses. 

Since fiscal year 1951—— 

Senator Symincron. If I may say so, Senator, I think that an- 
swers it. 

Isn’t that correct? 

Senator Youne of North Dakota. Yes. 

Senator Symineton. Thank you, Senator Young. 

Go ahead. 

Mr. Cuaram. Since fiscal year 1951—the first year that storage 
and handling costs were segregated in the CCC accounting records— 
these costs have increased “considerably. As shown in the table on 
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page 3 of our report, total storage and handling costs for all commodi- 
ties increased from about $117 million for fiscal year 1951 to about 
$482 million for fiscal year 1959. The total storage and handling costs 
for grain included in ‘these amounts were approximately $98 million 
in fiscal year 1951 and $457 million in fiscal year 1959. These costs 
for grain storage and handling amounted to about $268,000 a day in 
1951 and about $1,253,000 a day in fiscal year 1! 159. ‘These costs are 
exclusive of tr ansport: ation costs and interest expense applicable to 
the price-support inventory and do not include payments to farmers 
for storing grain on the farm under reseal programs, where title to 
the grain is still vested in the farmer. 

During the same period, CCC-owned inventories of wheat and corn 
also increased substantially. ‘The CCC-owned wheat inventory in- 
creased from about 196 million bushels as of June 30, 1951, to about 
1,147 million bushels as of June 30, 1959. The CCC-owned corn in- 
ventory increased from about 413 million bushels as of June 30, 1951, 
to about 1,044 million bushels as of June 30, 1959. 

Since 1951, there has also been a considerable increase in the overall 
commercial storage capacity available. The Department of Agricul- 
ture estimates, available at the time of our ex: unination, discolosed that 
off-farm, commercial grain storage capacity increased to 3.5 billion 
bushels in late 1957, representing a 61-percent increase over the 1951 
estimate of 2.2 billion bushels. The approved capacity under the 
USGA increased from over 1 billion bushels in 1951, or about 50 per- 
cent of the total warehouse capacity available, to 2.8 billion bushels in 
1957, representing about 80 percent of the available capacity. From 
December 31, 1957, to December 31, 1959, the approved capacity under 
the UGSA increased from 2.8 to 4.2 billion bushels. 


SCOPE 





AND EXTENT OF 





EXAMINATION 


Our examination consisted of a review of the operating costs of 57 
selected commercial warehouses storing principally wheat and corn for 
CCC under the uniform grain storage agreement, which included 50 
country elevators and 7 terminal elevators. 

The wheat warehouses were located in Kansas, Minnesota, Missouri, 
Nebraska, North Dakota, Oklahoma, South Dakota, and Texas. Ware- 
houses in these States stored an average of about 80 percent of the 
CCC-owned wheat stored in commercial warehouses during the fiscal 
year ended June 30, 1959. The warehouses examined by us stored an 
average of about 5.1 percent of the CCC-owned wheat stored in com- 
mercial warehouses in these States during the same fiscal year. 

The corn warehouses were located in Illinois and Iowa where an 
average of about 49 percent of the CCC-owned corn in commercial 
warehouses was stored during the fiscal year ended June 30, 1959. 
The warehouses examined by us stored about 2.7 percent of the CCC- 
owned corn in commercial warehouses in these States during that 
fiscal year. 

The total average quantities of grain stored in the warehouses in- 
cluded in our examination amounted to about 65 million bushels for 
the latest fiscal year completed at the time of our examination. 
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RESULTS OF EXAMINATION 


Because of the limited sample of grain storage warehouses included 
in our examination, the results of our examination relative to storage 
and handling costs and rates of profit and return on acquisition cost 
of storage facilities, as hereinafter set forth, may not necessarily be 
indicative of the pattern prevailing at all the warehouses storing 
grain for CCC under the uniform grain storage agreement. However, 
our findings at the warehouses examined indicate that, based on the 
average volume of grain stored and the quantity handled during the 
warehousemen’s latest fiscal year completed at the time of our exami- 
nation, the UGSA rates have provided, in most cases, rates of net 
profit greatly inexcess of the profit allowances that we have noted 
generally in our audits of fixed-price contracts negotiated by the 
Government. 

GRAIN STORAGE COSTS 


The results of our examination of the records of 57 commercial 
warehouses as they relate to the costs of grain storage for their latest 
completed fiscal year are summarized as follows. 

Senator Youne of North Dakota. Mr. Chairman, I wonder if we 
could have the witness at this time give us a list of grain elevators that 
they investigated for the storing of wheat, their location and their 

capacity ? 

Mr. Cuaram. Sir, do you have a copy of the report? That is 
exhibit 1. It lists every warehouse and it has them categorized 
by warehouses storing principally wheat and warehouses storing 
principally corn. We don’t give the name of the warehouse; we 
just have them identified by number. It is page 34. 

Senator Youne of North Dakota. You don’t give the location ? 

Mr. Cuaram. We didn’t give the location in here, no. But we 
have that information. 

Senator Symineron. Would you make that available to the 
committee ? 

Mr. Cuaram. We can make that information available, yes. You 
want the names, too? 

Senator Youne of North Dakota. Yes. I would like to have—— 

Mr. Cuaram. We aidn’t want to publish the names, but we will 
be glad to—— 

Senator Youne of North Dakota. The location and capacity. 

Senator Symineron. If you don’t want to publish the names, sup- 
pose you give the names to the committee and Senator Young and 
I will look at them. I will be very much guided by what he thinks 
about it. He would like to get them. 

Do you want them for any other States besides North Dakota, 
or do you want them all 

Senator Youne of North Dakota. I don’t necessarily care to have 
the names, but I would like to have the capacity and the location. 

Mr. Cuaram. The capacities are right in there now. The third 
column is average CCC rated capacity, and the next column is average 
occupancy during the year. 

Senator Symrneton. Mr. Charam, how did you pick these ware- 
houses ? 
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Mr. Craram. I think I will let Mr. Wilker answer that one. 

Senator Syminecron. Was there any formula or any 

Mr. Wiixer. Well, Senator, we reviewed the CCC records at the 
commodity Office for either June 30, 1959, or the latest date close 
to that, to arrive at the warehouses that were storing at least 50 
percent CCC grain; that is, 50 percent of the capacity. 

Senator Symincron. Would you repeat that? Say it slowly, 
because it is important. 

Mr. Wirker. As of June 30, 1959, we reviewed the records of 
the commodity office or some similar date to that, the latest date 
close to it. 

Senator Symincron. What commodity office? 

Mr. Wirker. That would be in Evanston and Dallas and also 
Kansas City, and also Minneapolis. 

Senator Symineron. Right. And you reviewed the records? 

Mr. Wirkxer. We picked from the records as of June 30, 1959—or, 
I think the other date was May 31, 1959—those warehouses where at 
least 50 percent of their capacity was being used by CCC as of that 
date, and from them we picked the warehouses that we would visit on 
the premises that they were the warehouses or were some of the ware- 
houses that would be getting the bulk of the expenditures for the 
grain storage from CCC. 

Senator Symineron. Let me see if I follow you now. 

First, you picked the warehouse, all warehouses or at least the ones 
that had at least 50-percent capacity 

Mr. Witker. As of that particular date, and of which CCC utilized 
at least 50 percent of the capacity. 

Senator Symrneron. And which CCC utilized at least 50 percent. 
I understand. 

Mr. Winker. At that date. 

Senator Symineron. Then after that, how did you decide which 
ones of those would be the ones that you would look at, the biggest, or 
just as random, or how was that ? 

Mr. Witker. Well, we attempted to get them in the States that pro- 
duced and stored that particular commodity in quantity. 

For instance, Kansas was a large wheat State, so we picked a num- 
ber of them in Kansas. Iowa and Illinois were large corn States. So 
we picked a number 

Senator Symineron. Based on my knowledge of the GAO and my 
experience with them, you did it on a fair basis. I just wanted the 
record to show how you did it. 

Mr. Witker. We think we did, Senator. 

Senator Symrineron. There was no effort in any way to show any 
partisanship. It was just a straightaway audit to the best of your 
knowledge. That is so; is that correct? 

Mr. Witxer. That is right. 

Mr. Cuaram. I think this exhibit will show we have a range of 
capacities ranging all over the place from small ones to large ones. 

Senator Youne of North Dakota. Mr. Chairman, with respect. to 
the investigations involving wheat storage, how many were there in the 
various areas ? 

Mr. Cara. I think we have that. 

Mr. Witxer. In Minnesota we picked one terminal. 
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Senator Youne of North Dakota. Can you give the number in the 
spring wheat area, the hard winter wheat area, ‘the Pacific Northwest ? 

Mr. Winker. That would be North Dakota ? 

Senator Youne of North Dakota. Minnesota, South Dakota, North 
Dakota, and Montana. 

Mr. Witxer. We had four in North Dakota, one terminal in Minne- 
sota, six country warehouses in South Dakota. We have 11 country 
warehouses and 2 terminals in Kansas, 1 terminal in Missouri, 3 coun- 
try and 1 terminal in Nebraska, 5 country and 1 terminal in Okla- 
homa, and 4 country in Texas. 

(A schedule showing location by States of the warehouses in the 


GAO report follows :) 


Schedule showing location by States of warehouses included in GAO examination 


State i| Assigned ware- 








| | 
Assigned ware- | | State 
house No. | house No. 
' i} 
| | | 
Ss diac inenes | North Dakota. Dei cededasvechudwscn ah a 
lah dihsecemniahaionanh Do. Sis Si sande ast z Do. 
Bi oe eemae | Do. OR obit cee Do. 
ie ces eae | Do. ee eS 
IE esi Pa hadith vadcwns | Minnesota. 
sian deheinapapeiee | Do. | i csenniatiiiailenentae | Kansas. 
Psi eee ae a Do. cites se cn See Do. 
eee a | Do. al iuies tse eeessinenctacncn ee a 
De Steen roe | Do. Mie ieiemhlinti eins ed Nebraska. 
DO ce wits Saisie Raich |} Kansas. ft Diiurbvatinaatacwedac| Se mOmnenG 
a Do. SME aenaitikinadindalie nee -| Iowa. 
eS oa ae Do. | Whvccetennsccdisnnn Do. 
a ala Do. ikki sd anicendiawenen' Do. 
eich Pac eanccnrkeed Do. TR cckcnenanwnake sl Do. 
BEES Eh addaceesieniess | Do. Di i nnncnhonndhe Do. 
AKG ddvcadinaaien iii Do. I a seat dal saint | Do. 
Fc cieietheutignemenwnen | Do. S| WRG Aienanencavadcames | Do. 
TO Acechsalactaddinbad = Do. Dp aitacsskbosssent | Do. 
Dina scmnineanatirn Do. f DEbouakacedtmcompecal Do. 
mare ala ce ate | Do. I i i a kat | Do. 
eee .| Nebraska. iiaris eursesatobbasatriesibeiel Do. 
{ | Do. |} O1...-....2..-.-.----| Dols 
Do. i Gi epbkssatebndnwee Do. 
| Oklahoma. BF Bins ice eR eatin | Do. 
Do. |, ae ee oe ra Do. 
Do. ir ih aietertriciectnticacnaaantclaneacee’ Do. 
Do. LX SS Do. 
Do. Hf Wapcskethsbeceesacen Do. 





| 
| Texas. 





Senator Youne of North Dakota. Thank you. 

Senator Symineron. And that is all wheat ? 

Mr. Wirker. That is all wheat 

Senator Symrneron. Senator, will you do me the favor of asking 
questions at any time, like I have been doing ? 

Senator Youne of North Dakota. Thank you. 

Senator Symrneron. Will you proceed, Mr. Charam ? 

Mr. Cuaram. Of the 57 warehouses examined, the estimated storage 
costs in 34 warehouses ranged from 4.5 cents a bushel to 8.9 cents a 
bushel. At these costs, based on the average volume of grain stored 
in the warehouses during the year, the U GSA rates prov ided net profits 
per bushel ranging from 84 to 265 percent of estimated storage costs. 
The warehouses in this cost range stored about 80 percent of the grain 
stored by all the warehouses included in our examination. 

Senator Youne of North Dakota. Mr. Charam, may I ask a ques- 
tion at that point? 
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Over how long a period did you look into the costs and profit figures 
of these elevators ¢ 

Mr. Cuaram. These costs were for the last fiscal year completed at 
the time of our examination—1 year. 

Senator Youne of North Dakota. You only went into 1 year’s opera- 
tion ¢ 

Mr. Cnaram. It was for the past year. 

Senator Youne of North Dakota. I think, in order to do a good job, 
you would have to go back 5 or more years. Often a grain dealer 

can lose an awful lot one year and make it up in another ye I don’t 
know of anyone in the grain-storage business that hasn’t at one time 
or another sustained some pretty heavy losses. 

Mr. Cuaram. That could very well be, but our whole objective was 
to appraise the CCC negotiation procedures and evaluate the reason- 
ableness of the UGSA rates under conditions existing today, which 
look like they will continue in the immediate future. That was the 
purpose of our study. 

Senator Youne of North Dakota. Did you find any that sustained 
losses ¢ 

Mr. Wiiker. No, sir; we did not. We have one in here at the cost 
of 14.7 cents in the report—in our schedule in the report. 

Mr. Cuaram. It runs close. 

Senator Youne of North Dakota. Thank you. 

Senator Symineron. I just want to make this comment: Probably 
one of the reasons that you didn’t find any that sustained losses was 
because you started off with a premise that you weren’t going to study 
any under 50 percent. W ould that be a fair observation 

Mr. Cnaram. It could be. We were interested in the payments 
that CCC was making, the bulk of their payments, and are these based 
on reasonable rates ¢ 

Senator Symrneron. Right. 

Mr. Cuaram. At 19 warehouses where estimated storage costs ranged 
from 9 to 11.8 cents a bushel the net profits per bushel ranged from 41 
to 82 percent of estimated storage costs. At the remaining four ware- 
houses where estimated storage costs ranged from 12 to 14.7 cents a 
bushel the net profits per bushel ranged from 12 to 37 percent of esti- 
mated storage costs. 

Senator Youna of North Dakota. Mr. Charam, which factor did 
you take into consideration in determining costs ? 

Mr. Cuaram. Senator, I could answer that now, but we have a 
whole section after I give the results. We have a section called “Basis 
Used in Developing Estimated Costs.” If you wish, I will give the 
results first and then explain. 

Senator Youne of North Dakota. I will wait. 

Senator Symineton. Could I ask a question along that line? We 
had some testimony up here once which I thought. was theoretical be- 

cause it didn’t involve all aspects of cost. Now cost is cost, unless 
the books are manipulated on some basis. Did you put all your 
costs in ¢ 

Mr. Cnaram. We have all aspects of cost that were recorded on the 
books plus an allowance for shrinkage and deterioration which we 
made ourselves based on studies of the Department of Agriculture 

58385—60——_17 
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that have been published, and we will explain—we explain all that 


in the report in detail and refer to it in this statement. 

Senator Symineton. Thank you, Mr. Charam. 

Mr. Cuaram. The details by warehouses of estimated storage costs 
and rates of net profit are shown in exhibit 1 attached to our report. 
That is each individual warehouse, not by name but by number, and 
just what we found. 

Now in 32 of the 57 warehouses where we reviewed warehousing 
costs, we computed the rates of return on the warehousemen’s recorded 
acquisition cost of storage facilities, based on the estimated net. profits 
per bushel provided by the UGSA storage rates. These computations 
were not feasible for 25 of the w arehouses, because a significant part 
or all of the storage facilities were leased or data on acquisition cost 
were incomplete or unavailable. 

These rates of return were computed by applying the estimated net 
profits per bushel for the year on storage of grain under the UGSA 
to the recorded acquisition cost of the storage facilities per bushel 
of average utilized capacity during the year. Generally, the average 
utilized capacity during the year was less than the CCC-rated capacity 
and the method used in our computations of rates of return allocates 
the recorded acquisition cost applicable to unused space to the space 
occupied. 

The rates of return on acquisition costs of storage facilities for 20 
of the warehouses ranged from 20.2 to 49.4 percent. These ware- 
houses stored about 85 percent. of the total grain stored by all 32 ware- 
houses. The rates of return on acquisition costs of storage facilities 
for the other 12 warehouses ranged from 5.1 to 19.6 percent. 

A summary of our computations of the rates of return on acquisi- 
tion costs of storage facilities appears on page 16 of our report and the 
details by w arehouses are shown in exhibit 2 of the report. 


GRAIN HANDLING COSTS 


It was not feasible in most warehouses examined to compute mean- 
ingful per-bushel handling costs primarily because there were substan- 
tial differences betwen the quantity of grain received and the quantity 
of grain loaded out, and the difference between receiving and loading- 
out costs was not readily determinable. 

However, for 18 warehouses we computed per-bushel handling costs, 
combined receiving and loading out, oy dividing the total costs allo- 
cated to handling, Both receiving and loading out, by the volume repre- 
senting grain which cleared thr ough the w ‘arehouse, both in and out, 
during the year. 

The receiving or loading-out costs of the additional grain w hich 
moved only one way, either in or out, could not readily be segregated 
from the total costs allocated to handling and, therefore, were in- 
cluded in the per-bushel cost of the grain which cleared through the 

warehouse. 

The procedure we followed was conservative and tended to in- 
crease the computed per-bushel handling costs and reduce the com- 
puted net profits per bushel on handling. 

The volume of grain which moved only one way, either in or out, 
ranged from 4 to 26 percent higher than the volume of grain which 
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cleared through the warehouse both in and out, as used in our com- 
putations. Of these 18 warehouses, 15 handled principally wheat 
received by truck and 3 warehouses handled principally corn received 
by truck. 

Estimated handling costs, as computed for the 15 warehouses han- 
dling principally wheat, ranged from 1.46 cents to 6.78 cents a bushel. 
At these costs the combined UGSA handling rates of 7 and 8 cents 
i bushel applicable to grain received by truc k in the warehouse areas 
involved provided net profits per bushel ranging from 3.2 to 448 
percent of the estimated per-bushel handling cosis. 

Estimated handling costs per bushel as computed for the three 
warehouses handling principally corn ranged from 1.92 to 4.24 cents, 
and at. the UGSA handling rate of 4.5 cents a bushed for corn re- 
ceived by truck, resulted in net profits ranging from 6.1 to 134.4 per- 
cent of estimated per-bushel handling costs. 

At these 18 warehouses there were extremely wide variances in 
handling costs per bushel resulting in comparable variances in per- 
centages of net profit per bushel provided by the uniform rates under 
UGSA. 

The details, by warehouses, of the estimated handling costs per 
bushel and related data are shown in exhibit 3 of our report. 

Now I would like to comment briefly on the basis used in developing 
our estimated costs. 

The estimated costs which we developed were based on data ap- 
pearing in the accounting and other records of the warehouses for 
the latest fiscal year completed at the time of our examination. Since 
the warehouse costs were not generally segregated on the warehouse 
records between storage, h: andling, and other activities, it was neces- 
sary to allocate an appropriate portion of these costs to storage and 
Rann activities in accordance with the relative benefits received 

r other equitable relationships, which were determined after con- 
walk ations with warehouse officials concerning their operating methods 
and practices. 

Although the accounting records of most of the warehouses visited 
did not. show any costs incurred because of shrinkage and determina- 
tion of grain, we have included in our cost estimates a factor for these 
expenses. The factor used in our cost estimates as an allowance for 
shrinkage and deterioration of grain was based on studies included 
in reports published by the Agric ultural Marketing Service, otra 
ment of Agriculture, in 1957 and 1959, as described on pages 9 and 10 
of our report. 

Where applicable in determining operating costs, our estimates in- 
clude normal depreciation on the warehouseman’s plant, equipment, 
and other storage fac ilities as an element of cost. 

y Tnder the provisions of the Technical Changes Act of 1953, 26 
U.S.C. 169, which amended the Internal Revenue Code, provision 
was made for any person who constructed or erected a grain storage 
facility, at his election, to amortize for tax purposes the costs of the 
facility over a 60-month period. The benefits of accelerated amorti- 

zation were limited to facilities completed after December 31, 1952, and 
on or before December 31, 1956. 

At some of the w: arehouses we examined, the depreciation expense 
appearing on the books included accelerated amortization of facilities 
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which was computed and charged against revenues for tax purposes 
based on a period of 60 months as authorized by the Technical Changes 
Act of 1953. In these cases, for the purpose of arriving at the esti- 
mated cost of storing and handling grain as a measure of the reason- 
ableness of the UGSA rates, we adj, usted the amount of the accelerated 
amortization used for tax purposes downward to a depreciation 
amount based on either the warelousemen’s estimates of norm: si life 
expectancy for the particular facility for the periods over which 
similar facilities were being depreciated. 

The considerations involved in our treatmenet of this item are ex- 
plained in detail on pages 11 and 12 of our report. In brief, ware- 
housemen electing to charge accelerated amortization against revenues 
for tax purposes over a period of 60 months instead of charging nor- 
mal depreciation over the useful life of the facilities, are receiving the 
full benefit offered by the Technical Changes Act of 1953 to encourage 
construction and expansion of storage facilities. 

Furthermore, after December 31, 1961, at the latest, depreciation 
costs under this accelerated amortization plan will no longer be appli- 
cable. In this connection, there is a strong likelihood that these ware- 
houses will continue to be needed and used in the CCC grain storage 
operations to and beyond the expiration of the eligibility period for 
accelerated amortization. 

Also, when amounts in excess of normal depreciation have been al- 
lowed as an element of contract costs by other Government agencies, it 
has generally been only after a determination of “true depreciation” 
had been made by authorized represent tives of the procurement 
agencies based upon careful consideration of the useful life of the 
facilities. The amount of accelerated amortization appearing on the 
warehousemen’s books was not based on a determination of “true 
depreciation” by a representative of the Department of Agriculture. 

Examples of costs and related data pertaining to certain warehouses 
examined: A composite presentation of the results of our examina- 
tion pertaining to certain of the warehouses examined by us appears on 
pages 18 to 32 of our report. Several of these examples are presented 
here for your general information, 

Warehouse No. 33: Our examination at this warehouse disclosed 
an estimated grain storage cost of 4.5 cents a bushel, including an 
allowance of 0.6 cent a bushel for shrinkage, for the fiscal year ended 
March 31, 1959. 

At the UGSA storage rate amounting to 16.4 cents a bushel for a 
year’s storage, the estimated net profit on the average number of 
bushels of wheat stored for CCC during the year was 11.9 cents 
bushel, or 264.4 percent of estimated storage cost. 

The average occupancy by all grain during the year was 92.1 per- 
cent of average CCC ‘_rated capacity of about 1.641.000 bushels. At 
June 30, 1959, CCC had about 1,237 000 bushels of wheat stored in 
this warehouse, with an average of about 576,000 bushels of wheat 
stored during the year ended that date. 

The recorded acquis sition cost of storage facilities based on CCC- 

rated capacity was 35,2 cents a bushel. The recorded ac quisition cost 
per bushel of average utilized capacity during the year was 38.2 
cents. The estimated net profit per bushel provided by the UGSA 
storage rate resulted in a return of 31.2 percent for the year on the 
acquisition cost per bushel of average utilized capacity. 
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This warehouse is designated as a country warehouse by CCC and is 

located in South Dakota. Its stor age facilities are conventional up- 

right structures, mainly concrete silos. As of August 1, 1958, the fa- 
cilities had a CCC-rated capacity of 1,875,000 bus shels. 

The original elevator, having a capacity of 550,000 bushels, was 
acquired in 19! 54. In 1956, an annex providing 600,000 bushels of ca- 
pacity, and a 25,000-bushel wood elevator were acquired. 

Another 700,000-bushel annex was acquired in 1958. The cost of fa- 
cilities and equipment acqui ired in 1954 and some additional equipment 
acquired in 1956, totaling about $319,000 or about 40 percent of the 
total investment in facilities, was being amortized over a 60-month 
period for Federal income tax purposes under the provisions of the 
Technical Changes Act of 1953, which permitted accelerated amortiza- 
tion as an incentive for expanding grain warehousing capacity. 

From August 1, 1954, to July 31, 1959, this warehouse had an oc- 
cupancy contract. with CCC under the provisions of which CCC guar- 
anteed the occupancy of 75 percent of capacity for the first 3 years 
and 40 percent of capacity for the following 2 years. Under this con- 
tract, CCC paid the warehouse about $6,500 for unoccupied space. 

The next example is warehouse No, 35. 

Our examination at this warehouse disclosed an estimated grain 
storage cost of 5.4 cents a bushel, including an allowance of 0.5 cent 
a bushel for shrinkage, for the fiscal year ended April 30, 1959. At 
the UGSA storage rate amounting to 16.8 cents a bushel for a year’s 
storage, the estimated net profit on the overage number of bushels of 
wheat stored for CCC during the year was 11.4 cents a bushel, or 211.1 
percent of estimated storage cost. 

Senator Youne of North Dakota. Were they elevators operated at 
about full capacity of their storage ? 

Mr. Cuaram. The average occupancy by all grain during the year 
was 90.8 percent of CCC-rated capacity of about 8 million bushels— 
90 percent. 

Senator Youne of North Dakota. If you used a 5- or 10-year period, 
you wouldn’t find the occupancy of any elevator running anywhere 
near that much, would you ? 

Mr. Craram. I wouldn’t know, sir. As I said, our study was as of 
today, just what the picture w as today. 

Senator Youne of North Dakota. You based your figures on a year. 

Mr. Cnaram. The last completed year. 

Senator Youne of North Dakota. Greater oc cupancy 

Mr. Cuaram. I would say the Department in setting the rate, of 
course, would have to consider some of these things you are bringing 
out, but the costs as of the last year completed at the time of our 
examination were as we disc losed them. 

Senator Youne of North Dakota. And the elevators you examined 
were practically all filled to capacity ? 

Mr. CHaram. No, sir. It ranges all over the lot. 

Senator Youne of North Dakota. You say the average was around 
90 percent. 

Mr. Cuaram. In this elevator. The average occupancy by all grain 


during the year was 90.8 percent of the CCC-rated caps wcity of 
8,047,000 bushels. 
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Senator Youne of North Dakota. Ninety percent. That is awfully 
high for grain storage facilities. Unusually high. You probably 
wouldn't get that high in 20 years. 

Senator Symineron. Did you strike an average for the ones you 
used overall ? 

Mr. Cuaram. Not overall, no, sir. 

Senator Symineron. You might do that and submit it for the record, 
As I understand, you started off with a base of 50 percent minimum, 
is that right ? 

(The material submitted by GAO follows :) 


Schedule showing for all 57 warehouses the combined average percent of CCC- 
rated capacity occupied during the year covered by examination 


Total average CCC-rated capacity (57 warehouses) —----- bushels__ 79, 554, 698 
Total average occupancy during the year covered by examination 

Cie WI ee he oa eee aoe en cca bushels__ 64, 911, 601 
Percent of total average CCC-rated capacity occupied during the year 

covered by examination (57 warehouses) —------------- percent__ 81.6 


Mr. Cuaram. As of a specified date, we made a selection. For the 
year it might not have been 50 percent or it might have been over. 
Actually we took cases where 50 percent of the warehouse capacity 
was being used by CCC on the selected date. 

Senator Symincton. That is what I meant. I thought that was 
your previous testimony. This grain elevator here was 90.8 percent 
and the one before that you figured was 

Mr. Cuaram. 92.1 by all grain, CCC and other. 

Senator Youne of North Dakota. Did you make any check of any 
of the elevators to find out what their occupancy was over the past 
10-year period ? 

Mr. Cuaram. The past 10 years? 

Senator Youne of North Dakota. Or any previous period 4 

Mr. Cuaram. No, sir. 

Senator Youne of North Dakota. I would think that would be 
important in determining what profits these elevator concerns were 
having over a period of years. 

Mr. Cuaram. Well, sir, the profits over a period of years really 
wasn’t an immediate concern of ours. As we explained at the be- 
ginning, we were trying to determine how reasonable is this rate in the 
UGSA today. 

Senator Youne of North Dakota. For one particular year. 

Mr. Cuaram. Yes, because they could change it from year to year. 





There is nothing to stop them. If conditions change next year, you| 


can change the rate. 


little value in determining what future rates should be. 

Mr. Cuaram. Well, whoever was making the contract, it is strictly 
to be used as a guide. You have to compare conditions as you expect 
them in the future with conditions as you found them here. 

Senator Youne of North Dakota. I think that is an important 
thing. 

Mr. Cuaram. That would be something for the contracting officer 
to do in setting the rate. 
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Senator Youne of North Dakota. Undoubtedly some of them have 
made some large profits in the grain storage business, where you only 
take into consideration one particularly favorable year. 

For example, in Fargo, N. Dak., there are two large grain elevators 
built in the last 5 years. One of them collapsed and the owner lost 
everything he had along with the people who loaned him the money 
to build it. The other one was built 2 years ago and it is still only 
filled to about half capacity, less than that the first year. 

If you could examine this one, of course, or either one of them, you 
could have found a huge loss. 

Senator Symrneron. I think that is true, and I think your State 
had the biggest drop in farm income last year of any State. 

Senator Youne of North Dakota. Much of it because of the drought. 

Senator SymineTon. 36 percent. And I know Iowa was 29 per- 


scent. My State was luckier because it didn’t have so much wheat and 


corn, and the overall drop was 12 percent. If you are in private busi- 
ness, you take losses and profits. 

Many times in the automobile business a company will show a loss 
and then it will show a profit. The question is from the standpoint 
of the future, as I see it: What are the fair rates? 

The chairman of this committee, and I am sure the other members, 
wants to see a fair rate of profit on the cost of grain storage. On the 
other hand, these rates as shown would appear to be high and in this 


| type and character of work, you don’t have one of the elements of cost 


that are always characteristic of most businesses, namely, a loss inci- 
dent to lack of credit. Therefore people fail. 

In any business I have ever been in, arbitrarily you estimate a cer- 
tain percent of loss because people go bankrupt on you, and people 
who deal with the Government don’t have that problem. There is no 
credit risk. 

In addition to that, the farmers in this country are in trouble and 
they are getting just over 3 percent of the national income, and they 
constitute 12 percent of the population. 

All these costs are attributed to the farm program, and therefore 
in the minds of the people, come out of the farmers’ hides. And we 
want to see everybody get a fair profit, but I must say there is risk 
in private business "The theory of capitalism is risk, risk capital. 
Some of these pr ofits look too high and some of them look too low, 
and if the Senator wants to see a run of the years previous to this 
year, Mr. Counsel, [ wish you would take that up with the GAO. 

But I do think that an audit of last year, which in itself obviously 
took a great deal of time and effort and has been made on a complete 
basis, is pertinent to the problem which we face today. 

Again I want to say that I think this report merely verifies the posi- 
tion that the committee has taken for some time, namely that with 
much higher costs in some cases, which is entirely logical—if the 
Government has urged people to go into business when rates are higher 
and costs are higher and with much higher basic costs in some cases 
as against others, it is incredible to me that there is just an overall 
rate, with minor variations, to handle all cases. It certainly is unique 
in any business transaction that I have ever heard of, and if this policy 
of the Department of Agriculture setting rates regardless of cost 
continues, then some people are going to continue to make unusually 
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high profits in accordance with what is considered proper in Govern- 
ment business and some who are already not doing well are going to 
incur further losses, if that is the policy. 

That is the way I see it, anyway. 

Senator Youne of North Dakota. Mr. Chairman, I have a high 
regard for the work done by the GAO over the years, but in this in- 
stance their report would have been of much greater value to us and 
the public if they had taken the average cost of operations over the 
past 5 years rather than picking out an unusually good year. 

In determining farm income, for example, you don’t take just one 
year. Sometimes the farmer can lose heavily one year, but then he 
might make good money the next 2 years. I think in determining the 
profit of any organization or any operation, you can’t take just one 
year and have it be of much value to a committee like this. 

Senator Symineton. Well, I would say this, Senator, that I think 
that at least from the standpoint of what the future rates will be, 
where there is 50 percent minimum considered as a premise to even 
examining the warehouse, that you have one advantage out of it al- 
ready, and that is that established rates with the reduction that has 
been announced by the Department of Agriculture will not be fair 
to some of the warehouses that have got 50 percent CCC storage right 
now, and it will make it impossible for them to make a fair profit 
based on this report. 

If you, therefore, then go from there to consider commercial ware- 
houses that have less than 50 percent, then the degree of unfairness 
would be even greater if you are simply going to make an arbitrary 
uniform reduction across the board without any recognition of costs. 

So, at least from that standpoint, I think this report is construc- 
tive and I wish, Mr. Charam, that you would consider running it back 
for additional years. 

Mr. Cuaram. Will we discuss that with the counsel ? 

Senator Symineton. Yes, if you will. 

Mr. Cuaram. This warehouse No. 35 is a terminal warehouse lo- 
cated in Kansas. 

Its storage facilities consist of conventional upright structures at 
two locations, with CCC-rated capacities of 6 million bushels and 
2,047,000 bushels. Of a total recorded acquisition cost of about 
$1,839,000 for storage facilities, about $657,000 was being amortized 
over a 60-month period for Federal income purposes under the 
provisions of the Technical Changes Act of 1953, which permitted 
accelerated amoritization as an incentive for tahaues grain ware- 
housing capacity. 

Warehouse No. 53: As a last ex cample, we have taken warehouse 
No. 53. 

Our examination at this warehouse disclosed an estimated grain 
storage cost of 5.4 cents a bushel, including an allowance of 1.2 cents 
a bushel for shrinkage and deterioration, for the fiscal year ended 
December 31, 1958. At the UGSA rate amounting to 16.4 cents a 
bushel for a year’s storage, the estimated net profit on the average 
number of bushels of corn stored for CCC during the year was 11 
cents a bushel, or 203.7 percent of the estimated storage cost. The 
average occupancy by all grain during the year was 89.2 percent of 
CCC-rated ¢ apacity of about ; 363,000 bushels. Throughout the fiscal 
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year ended June 30, 1959, CCC had about 315,000 bushels of corn 
stored in this warehouse. 

The recorded acquisition cost of the storage facilities based on 
CCC-rated capacity was 33.9 cents a bushel. The recorded acquisition 
cost per bushel of average utilized capacity during the year was 38 
cents. The estimated net profit per bushel provided by the UGSA 
storage rate resulted in a return of 28.9 percent for the year on the 
acquisition cost per bushel of average utilized capacity. 

This warehouse is a country w varehouse located in Illinois. The 
storage facilities consist of a conventional upright elevator, four 
rectangular steel warehouses, and three steel tanks. The cost of 
three of the rectangular steel warehouses, totaling about $74,000, 
acquired from 1955 to 1957, was being amortized over a 60-month 
period for Federal income tax purposes under the provisions of the 
Technical Changes Act of 1953, which permitted accelerated amorti- 

zation as an incentive for expanding grain storage capacity. 

This concludes our résumé of the material in our report on exami- 
nation of storage and handling costs under the Uniform Grain Storage 
Agreement of the Commodity Credit Corporation. 

‘We note that on May 5, 1960, while our report was in process, the 
Department of Agriculture announced storage rates and handling 
charges under a revised Uniform Grain Storage Agreement, to be 
effective for the storage year beginning July 1, 1960. The announce- 
ment stated that the current storage rates are to be reduced an average 
of about 3 cents a bushel on an annual bs isis, representing an average 
reduction of 19 percent; handling charges have been increased in some 
cases and decreased in others. 

Mr. Chairman, we are available to answer any further questions 
you may have on our report. 

Senator Symrneron. Thank you, Mr. Charam. 

Mr. Counsel ¢ 

Mr. Scumipr. Mr. Charam, are you familiar with the cost study 
made by the Department of Agriculture? 

Mr. Cuaram. Well, we know they made a cost study. We have 
not had an opportunity to review the work they did or the detailed 
bases for their conclusions, because until such time as they completed 
it, they preferred to keep the papers themselves. So we haven't had 
a aaine to go into it as yet. 

Mr. Scumr. Are they still in the process of completing their 
study ? 

Mr. Craram. I haven’t asked them since they made this announce- 
ment on May 5, but we asked previously and they preferred to keep 
them, so long as the negotiations were going on. 

Now that they are complete, I see no reason why they won’t make 
them available to us, and we intend to review their study. 

Mr. Scumipt. You do intend to review their w ork, compared with 
the tec hniques used in yours; is that right ? 

Mr. Crraram. Well, to see how they did it and to see whether that 
was a reasonable way to do it. 

Mr. Scu»upr. On your conclusion of shrinkage and deterioration 
of grain, you used a formula as shown in your report and previous 
studies of the Department of Agriculture; is that correct ? 

Mr. CHaram. Yes, sir. 
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Mr. Scumipr. Now, you state that— 

Although the accounting records of most of the warehouses visited do not show 
any costs incurred because of shrinkage and deterioration, we have included in 
our cost estimates a factor for these expenses. 

Mr. Cuaram. Yes, sir. 

Mr. Scumipr. In other words, the accounting records are such 
that they do not note them in most instances; is that right ¢ 

Mr. Cuaram. We found three cases, I believe, where they were 
noted on the records, and in one case the recorded shrinkage cost was 
less than the factor we used, and in our study we increased that shrink- 
age factor, and in two cases the shrinkage costs were higher than the 
factor we used, and we allowed the higher amount. We did not re- 
duce the higher amount. 

Mr. Scumipr. In other words, you gave the benefits of the higher 
cost in each case? 

Mr. Cuaram. In each case. We tried to do that throughout. 

Mr. Scumipt. The problem with your handling survey was the lack 
of adequate reports in the warehouses surveyed ¢ 

Mr. Cuaram. Well, in handling you had different quantities going 
in and going out, and there is nothing to show the difference in cost 
between receiving and loading out. 

Mr. Scumipr. You were unable to determine that from the account- 
ing standpoint, their records? 

Mr. Cuaram. You couldn’t do that. There was no cost accounting 
system at the warehouses which would show the cost of receiving, the 
cost of loading out. 

Mr. Scumipr. Well, it would be extremely difficult, then, to state 
from the cost accounting standpoint what would be the actual cost 
of handling in any of these given situations; is that correct ? 

Mr. Cuaram. That is right: but what we did, like we say, is very 
conservative and we have added onto the cost items of cost which you 
might say don’t belong in there in the cases we used. You see, we 
took cases where the differences between quantities coming in and 
going out weren’t too great, and then took the quantities that went 
both in and out and applied them to the total costs for handling all 
the grain. If anything, we overstated the costs and we still came 
up with these extreme variances in both costs and profits in handling. 
We only did that in 18 cases. 

Mr. Scumipr. I note from your charts here that the range of quan- 
tities stored varied from 62,000 bushels to over 11 million bushels. 

Mr. Cuaram. Which chart is that? 

Mr. Scumipr. Your exhibits here, and it also appears on page 13. 

Mr. Cuaram. Yes, sir. That is the range of average quantity 
stored. 

Mr. Scumipt. You computed all of your figures not on the rated 
capacity of the warehouse, but on the ‘basis of actual grain stored; 
isn’t that right ? 

Mr. Cuaram. Right; average quantity stored during the yea 

Mr. Scrpr. Do you feel, ‘then, under those circumstances, that it 
was proper from the cost accounting standpoint to use an average 
annual figure rather than a per diem figure because you are dealing 
with what was actually stored during the year; is that right ? 

Mr. Cuaram. That is right. 
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Mr. Scumwr. I have no further questions. 

Senator SYMINGTON. Senator Young? 

Senator Youne of North Dakota. No, thank you. 

Senator Syminetron. Mr. Charam, this arbitrary reduction of 3 
cents a bushel, I don’t suppose you would want to comment on that. 

Mr. Cuaram. No, sir. As I said, we haven’t studied the basis they 
had for their decision and the details of it. 

Senator Symineron. But you are going to study that when 

Mr. Cuaram. We intend to, as part of our regular continuing audit 
of CCC, keep on with this subject and look at the support they had for 
it and compare the new agreement with the old and stay right on 
top of it. 

“+ agg cohol gi You asked for the study at certain times? 

Mr. Craram. We asked for it earlier, many months ago, and nego- 
tis dena were in process, and they preferred until they completed the 
negotiations to have all those papers right there. 

Senator Symixeron. I don’t quite understand that. I would think 
they would want your help in analyzing the cost. Why would any 
GAO office interest in it interfere with their negotiations ? 

Mr. Craram. Well, I don’t know their reason. 

Senator Symineron. I can’t understand the theory of that. 

Mr. Cuaram. Well, they just felt after each session of negotiations 
there is a refinement to make or change to make, and they wanted 
the papers right there, and, of course, we volunteered to give them back 
at a minute’s notice, but they preferred to keep them until they were 
allthrough. They definitely didn’t deny us access. They just wanted 
to hold off until they finished. 

Senator Symineron. Thank you very much, Mr. Charem. 

Thank you, gentlemen. We appreciate your coming before us and 
giving us this report. 

(The full report of GAO, together with the charts referred to, 
will be found in the appendix starting at p. 465.) 

Senator Symineron. This subcommittee’s work, although necessar- 
ily limited because of the size of the staff and the immensity of the 
area to be investigated, has covered other operations of the ‘CCC as 
well as the Government grain storage program. Our staff, again with 
the fine cooperation of personnel from the General Accounting Office, 
have looked into various operations in the regional commodity offices 
of the Department of Agriculture throughout the United’ States. 
Some of the policies and ‘administrative procedures that have been 
discovered in these offices have raised questions which we deem to be 
worthy of further inquiry from the persons involved in the adminis- 
tration of these programs. 

Therefore, we are asking Mr. James Cole, regional director of the 
Commodity Stabilization Service at Minneapolis, Minn., to appear 
before the committee today to discuss some of these problems with us. 

Mr. Cole, would you come up and take a seat ? 

In accordance with the custom of the committee, will you raise 
vour right hand, sir. 

Do you solemnly swear that the information you give this com- 
mittee will be the truth, the whole truth, and nothing “but the truth, 
so help you God ? 

Mr. Corr. I do. 
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Senator Symineron. Whois this gentleman ? 

Mr. Picxarp. I am Mr. Pickard, Howard B. Pickard, attorney of 
the Department of Agriculture, appearing as counsel. 

Senator Symrneron. You can advise the witness, but you don’t 
want to testify, is that correct ? 

Mr. Picxarp. That is correct. 

Senator Symrneron. If you do, we would put you under oath. If 
you don*t—— 

Mr. Pickarp. Fine. 


TESTIMONY OF JAMES A. COLE, REGIONAL DIRECTOR, COMMODITY 
STABILIZATION SERVICE, MINNEAPOLIS, MINN.; ACCOMPANIED 
BY HOWARD B. PICKARD, ATTORNEY, DEPARTMENT OF AGRI- 
CULTURE 


Mr. Scumipr. Mr. Cole, will you identify yourself for the record ¢ 

Mr. Corr. My name is James A. Cole. Iam Director of the Minne- 
apolis commodity office of the Commodity Stabilization Service. 

Mr. Scumipr. How long have you been in this position, Mr. Cole? 

Mr. Coz. ‘Twenty years. 

Mr. Scumipr. What States are covered by the Minneapolis office? 

Mr. Corr. Wisconsin, Minnesota, North and South Dakota, and 
Montana. 

Mr. Scumipr. How many people do you have employed in the 
office ? 

Mr. Cotx. 303 people. 

Mr. Scumipr. You are presently in that position as Director of the 
Minneapolis office ¢ 

Mr. Cotz. Yes, I am. 

Mr. Scumipr. Now, Mr. Cole, tell us on the problem of sale of 
commodities, surplus commodities, those held by Commodity Credit 
Corporation, are those handled in your area through your office? 

Mr. Cote. Yes. 

Mr. Scumipr. What are the policies of the Commodity Credit Cor- 
poration or the Commodity Stabilization Service as to these sales? 
What kind of sales are these? Would you outline that to the 
committee 

Mr. Corr. We make export sales largely through the St. Lawrence 
Seaway. We also sell grain that has deteriorated or is out of con- 
dition on the cash market. at Minneapolis through commission mer- 
ehants. Wealso make sales of various types of grain when the market 
reaches the statutory price. 

I think that pretty well covers it. 

Mr. Scumipr. Those would be the three general areas. 

Mr. Corr. Three categories. 

Mr. Scumrr. You refer to the statutory minimum, exports, and 
then nonstorable and deteriorated, right ? 

Mr.Cour. Yes. 

Mr.Scumipr. Who determines the sales policy ? 

Mr. Corr. The sales policy is determined by my superior at 
Washington. 

Mr. Scumipr. And you have the job simply of carrying it out? 

Mr. Cote. That is right. 
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Mr. Scumipt. Now, Mr. Cole, on November 13, 1959, you issued 
an office memorandum, and I will ask that you be given a copy of it. 
This is an office memorandum addressed by you to Douglas Larson, 
whom I believe is one of your employees there working under you. 

Mr. Corx. That is true. 

Mr. Scumipt. And the subject was new soybean pricing policy on 
sales. 


As a result of a trade meeting in Washington day with Mr. Berger— 
I assume that means today— 
the Administrator of CSS, Mr. Ballou just instructed us to change our soybean 
pricing policy as follows: 

When price is on basis Minneapolis market, we are to use the high of the 


Minneapolis market on any grade quoted for sale less freight, less commission, 
less load out to a basis in store. 


The above formula will arrive at the price to be used for making sales basis 
in store. If the sales price is f.o.b. cars track, country elevator, then the loadout 
charge must be added. 


The above are net prices to CCC and cannot be less than the formula; and 
must be put into effect immediately at 11:06 a.m., Friday, November 13, 1959. 
Mr. Ballou advised that he is wiring us a confirmation in policy, however our 
instructions are to put it in effect immediately. 

That was your memo, is that right, sir? 

Mr. Coie. Yes, sir. 

Mr. Scumipr. And was that a change in policy from existing 
policy ? 

Mr. Coxe. Yes, it was. 

Mr. Scumipr. In what regard ? 

Mr. Cote. It was a change in policy with reference to the deduction 
of a commission on soybeans in arriving at the price. 

Mr. Scumipr. How long had this previous policy been in effect? 

Mr. Corr. It had been in effect a number of years. 

Mr. Scumipr. Again I hand you a teletype addressed to you dated 
September 6, 1955, from Frank R. McGregor in Washington, calling 
your attention to the part that says: 

This is your authority to allow commissions on semiannual cleanup l.c.l. lots 
of soybeans. 

For the record, that would be less than carload lots? 

Mr. Cotz. That is right. 

Mr. Scumipt (reading) : 

Resulting from inability of shipper to include such soybeans in last cars 
shipped or because of receipts from producers of Lc.l. lots after completion load- 
ing orders. This authority is not to be extended to include car lot shipments 
Wherein under present policy commission is not allowed due to historical pat- 
tern of country purchasing for resale to closeby processors and not for disposi- 
tion through terminal markets. 

Is that last sentence a statement of policy that was in existence prior 
to November 15, 1959? 

Mr. Corr. Yes. 

Mr. Scumipr. And what is the historical pattern of the soybean 
sales in that area, Mr. Cole? 

Mr. Corr. Well, many of them are made on the basis of in-store 
sales to country elevators. 

Mr. Scumipr. In other words, they do not come through the Min- 
neapolis terminals. 











264 INVESTIGATION OF GRAIN STORAGE OPERATIONS 


Mr. Coir. Not allof them. Some of them do. 

Mr. Scumiptr. Now, was this policy change of November 1959, dis- 
cussed with you prior to its being ordered / 

Mr. Coir. No, it was not. 

Mr. Scumipr. And you did receive, then, 1 believe confirmation of 
it from Mr. Ballou on November 19, 1959 ¢ 

Mr. Core. That is right. 

Mr. Scumipt. Setting it forth in writing. 

Now, did you make a report to Washington on November 23, 1959, 
about this change in policy with regard to commissions on soybean 
sales ¢ 

Mr. Cots. I think I sent them a teletype. 

Mr. Scumipr. This teletype dated Minneapolis, November 23, 1959, 
addressed to Andrew J. Mair, Washington. 

Mr. Cotz. Yes, it is. 

Mr. Scumipr. Would you read it to us? 

Mr. Cots. To Andrew J. Mair, Deputy Administrator of Opera- 
tions, Washington. 

This is to confirm to you that the pricing policy outlined your teletype 14 MP 
November 16, 1959, has been put into immediate effect upon receipt phone in- 
structions Mr. Ballou at 11:06 a.m. November 13, 1959. In view of the number 
of questions raised because of this change in our pricing policy, we are itemizing 
below for your information the following : 

1. Commission on soybeans has never been allowed on in store sales except on 
the sale of l.c.l. lots of soybeans (please see teletype 2 MP dated 9/6/55. Frank 
R. McGregor). 

Mr. Scumupr. Mr. Cole, that is the teletype we previously discussed 
here. 

Mr. Cote. It is, ves. 

Mr. Scumivt. All right. Would you read the next point? 

Mr. Coie (reading) : 

2. It is our understanding that Evanston does not allow commission on soy- 
beans. Now that we do so buyers will be able to purchase Minnesota-stored soy- 
beans 2 cents per bushel cheaper than Iowa-stored soybeans. 

Mr. Scu»ipr. Do you know whether Evanston presently allows com- 
mission on sales ? 

Mr. Corr. No, I do not. 

Mr. Scumipr. When you refer to Evanston, you mean the Evanston 
regional office of Commodity Credit Corporation ? 

Mr. Core. That is right. 

Mr. Scumipt. Now, what effect, then, did this have that you actually 
observed ? 

Mr. Corr. Yes. 

Mr. Scumipr. That buyers along the border of Minnesota and 

lowa 

Mr. Corz. On the border between Minnesota and Iowa it did. It 

had the effect of selling our soybeans out, as I recall, first, because they 
could buy them 2 cents cheaper. 

Mr. Scumipr. And they still do not allow commissions in Evanston? 

Mr. Corr. I don’t know. 

Mr. Scumipr. Go ahead, sir. Would you read the next point? 

Senator Symrneron. I would like to interrupt here a minute to be 
sure that I understand just what counsel is driving at. Are you pro- 
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testing this based upon the fact that the work does not actually justify 
the commission? Is that correct ? 

Mr. Cote. No, Mr. Chairman. I am not protesting it. This tele- 
type was in the form . information to my superiors as to the reaction 
of the trade in the are 

Senator Anat watrog ‘I get it. I see. 

Mr. Coxe. In the last paragraph I think that clears that up. 

Senator Symineron. I see. I am trying to understand it to this 
point. 

Mr. Scumipr. Go ahead and read No. 3. 

Mr. Coxe. (reading) : 

No. 3. The allowance of loadout charges on instore sales of soybeans is a de- 
parture from established trade practice. Cost to the Government in this area 
alone based upon an estimate of 20 million bushels of soybeans and other grain 
sold in store in country elevators would be about $150,000 per year. Country 
warehouseman customarily recovers loadout cost in his sales prices. 

Mr. Scumipt. Mr, Cole, you mean that this loadout charge on an 
instore sale is something different than the commission ? 

Mr. Corse. That is right. 

Mr. Scumipr. We have two factors. 

Mr. Corr. That is right. 

Mr. Scumipr. Now, how would this work? For the record tell us 
about this loadout charge being granted on an instore sale of soy- 
beans, and also what you mean by “instore sale” and tell us how this 
works. 

Mr. Cote. When the market is in excess of the statutory price, the 
rule is that we use the market and back it off to the country station in 
this manner. We take off the freight. We would take off the com- 
mission now since the new instruction is in effect, and we would take 
off the loadout to arrive at the price in store. When you take these 
out, you have the loadout charge against your charge on soybeans, you 
see. 

Loadout of three-quarters of a cent a bushel. 

Mr. Scumipr. Your point. is the warehouse customarily recovered 
that loadout cost in its sales price? 

Mr. Core. That is what some of the trade men told me, that usually 
making their sales they recover their costs in their sales price. 

Now, you understand I was passing this information back to my 
superiors us to the reaction I received from the trade in the area 
when this announcement went out. 

Senator Symineron. Could I say I don’t like to be ignorant about 
it, but you know a great deal more about it than I know. Would you 
define what the reaction of the trade was? 

Mr. Corr. Well, they wondered why the change in the policy, and 
if we were going to allow a commission now, and I said, yes, we are, 
according to the new instructions, and also the load out, and they 
wanted to know if that policy would apply from now on. 

That was November 19, and I told them it would. And some of 
us said, “Well, that is a little different than you have been doing,” and 
they wondered if it was a permanent change, and I told them as far 
as I knew it was. 

Mr. Scumipr. Your statement here is that it would be an additional 
cost to the Government of about $150,000 a year. That is your esti- 
mate, is that right ? 
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Mr. Corr. That is true. 

Senator Youne of North Dakota. Would you explain that latter. 
I don’t understand it; in selling these beans, the purchaser has to pay 
more for them ¢ 

Mr. Cote. No,Senator. He would pay less. 

Senator Youne of North Dakota. That is what I thought. 

Mr. Coxz. Now, this program of pricing—I am glad the Senator 
brought this up, because I think that he had an idea of such a pricing 
system some time ago on corn, wherein we would take off the charges 
that are normally put on the grain when it is shipped from a country 
elevator to a terminal. 

Therefore, when you sell it back to the country elevator, it is only 
reasonable to take off those same charges. Now, that does make 
the cost cheaper in the country. It allows more grain to be sold in 
the country. It eliminates the enormous cost of freight charges 
from the country to the terminal. The better availability of sale 
and the more attractiveness of sale clears up the grain and gets rid of 
it faster in the country. You save storage. 

And here is a point. In our counties up there and certain points 
in the State, in South Dakota and North Dakota, as you know, Sen- 
ator, there is drought or disaster areas. In those areas it allows the 
farmer to acquire his grain at a very reasonable price that he might 
not otherwise be able to | get 

Senator Youne of North Dakota. Mr. Chairman, I have had many 
complaints to CCC because in many of our counties that have a 
shortage of oats in particular, but the possibility was to get it shipped 
to Minneapolis and the farmers have to ship it back in order to buy it. 

I couldn’t see why it couldn’t be sold directly to the farmers at 
the lowest possible price, and I think perhaps part of this change in 
policy is due to complaints registered by myself and others in the 
area. 

Mr. Corr. I think it was, Senator. 

Mr. Scumipr. Your emergency feed programs wouldn’t include 
payments of commissions though, would it ? 

Mr. Core. The payment of commissions is a fundamental part of 
the cost of marketing grain in the area, and when we ship that grain 
out of the country elevator, if we had to pay the loadout, the freight, 
and the commission, it was thought only logical to take the same 
charges off when you are selling the grain back to the country elevator 
in storage. 

Mr. Scumipt. Long after the effective date of this. Will you read 
your next point, point 4? 

Mr. Core (reading) : 

4. Buyers are asking that the new pricing policy be retroactive. This will be 
very costly and also might require going back for the period that CCC has been 
in operation. We have advised trade new policy does not apply retroactively. 

Mr. Scumipr. In other words, the request was that this commission 
on load out be applied back to all sales made? 

Mr. Coz. Yes. 

Mr. Scumipr. On soybeans? 

Mr. Corr. They inquired if it could be. 

Mr. Scumipr. If it could be. 

Mr. Coir. Yes. 
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Mr. Scumipr. Did you get instructions from Washington on that? 

Mr. Cotz. Yes; they told me it could not be. 

Mr. Scumiptr. Now your point No. 5, sir, would you read that? 

Mr. Coxe (reading) : 

5. Other buyers and also a representative of the country elevator association 
expressed concern over the allowance of the load out, and stated that such 
allowance was not expected and could not be justified. In other words, the 
allowance would be for service not performed. ) 

Mr. Scumipr. This was from the trade. 

Mr. Coir. That was from the trade; yes, sir. 

Mr. Scumipt. These are the people who would get this allowance? 

Mr. Cote. That is right. 

Mr. Scumipr. And they said in their opinion it was not expected 
and could not be justified because it was for service not performed; 
is that right? 

Mr. Cote. They said that it might have the appearance of service 
not performed. They didn’t say it wasn’t performed, but it might 
have the appearance of services not performed. 

Mr. Scumipr. Will you read the next point, please ? 

Mr. Corn. (reading) : 

6. If the trade should express themselves in the same manner to the investi- 
gators and auditors presently in our office, it is possible this office would be 
subject to considerable criticism. 

Mr. Scumipr. The next point, sir. 

Mr. Corr (reading) : 

7. Both Senate and House investigators inquiring as to justification of pay- 
ment of commission and load out where not sure services always performed or 
earned. 

Mr. Scumipt. Go ahead, sir. 

Mr. Core (reading) : 

8. Several cases have developed where processors have bid country elevators 
direct the full formula or higher or f.o.b. the country elevator, but the commis- 
sion merchants have advised these bidders, that country elevators are not 
desirous of selling. Later when we advised commission merchant the bid is 
legitimate and if elevators don’t buy CCC must sell, the commission merchant 
has then told the elevator to buy the soybeans. Processors state they do not 
necessarily buy beans through commission merchants. Competition forces 
them to buy where they can do so at lowest cost. 

Mr. Scumipr. And the next one, sir. 

f ~ x a € : . 

Mr. Cour (reading) : 

9. The above for your information as to reaction to the new pricing policy. 

Signed, James A. Cole. 

Mr. Scumipr. In other words, you wanted to point out to Washing- 
ton for their policy consideration that this was a change in estab- 
lished policy that had been in effect for many years? 

Mr. Corr. That is right. 

Mr. Scumipr. That this would mean a difference in the policy as set 
by your office, as administered by your office, as against the Evanston 
oflice, which are the two major offices handling soybeans; isn’t that 
right ? 

Mr. Corr. That is right, and the commission allowance. 

Mr. Scumipr. And the commission allowance. 
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Mr. Cots. And I might say that the Evanston office has I think been 
allowing the load out for some time. 

Mr. Scumipt. But the commission, it had not? 

Mr. Coxe. No. 

Mr. Scumipr. And then you also wanted to point out that the allow- 
ance for load out charges was a departure from established trade 
practice in your area as stated to you by the trade. 

Mr. Cotg. That is what they said, yes. 

Mr. Scumur. And the fact that this would run an additional cost 
to the Government, and generally what the trade reaction had been 
to you on this change in policy. 

Mr. Cote. Yes. 

Senator Symineron. Why do they want to add these charges if they 
aren’t necessary ¢ 

Mr. Coie. Well, Mr. Chairman, as I stated a moment ago, you see 
the policy in arriving at the price in-store in the country elevator, 
when a cash market like Minneapolis, when that price is higher than 
the statutory, we arrive at that price by taking Minneapolis price 
less the freight less the commission and less the load out. So it was 
determined that it was only fair then to sell that grain in-store at the 
country elevator less the same costs. 

In other words, if you had to ship it to Minneapolis you would have 
to pay the costs. But instead of that you are going to buy it and so 
allow the costs. 

Mr. Scumipr. The reason it hadn’t been allowed before is most of 
the sales had been made out in the country instead of coming into 
terminal market. 

Mr. Cote. I don’t know = why that was. That is for our policy 
people, and I respectfully refer you to them as to policy. I carry out 
the policy. I don’t make it. 

Senator Symineton. Senator Young, have you any questions ? 

Senator Youne of North Dakota. No, Mr. Chairman. 

Mr. Scumipr. Now, as to how policy is set for commodity office di- 
rectors, and how you do carry it out, part of your duty, Mr. Cole, is 
to supervise the approval of storage facilities under the Uniform Grain 
Storage Agreement in your area ? : 

Mr. Cotz. Yes. 

Mr. Counsel, may I make one more comment here for the benefit 
of Senator Symington ? 

Mr. Scumipt. Certainly. 

Mr. Corg. I would like to point out that the Minneapolis market is 
unique with respect to selling grain through commissions. The 
largest stronghold of the commission industry i is in Minneapolis, and 
most of the grain that moves through that market is sold through 
commission, and possibility that is one of the reasons why the com- 
mission is allowed. 

As you know, on all other grains, except soybeans, the commission 
has been allowed. While Evanston is not such a stronghold commis- 
sion market—that is just my own supposition. 

Mr. Scumipr. Do you know what percentage of the soybeans in the 
Minneapolis office are marketed out in the country as against through 
the terminal ? 

Mr. Cote. No, I don’t, but it isa pretty good percent. 
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Mr. Scumipr. I think it was estimated around 80 to 90 percent of 
soybean sales were made out in the country. 

Mr. Core. It possibly isn’t too far away. 

Mr. Scumipr. We also had our staff members take these statistics 
furnished to them by the U.S. Department of Agriculture for your 
office on soybeans, for disposition of soybeans during fiscal year 1959. 

For the record, it would show that the commission allowance was 2 
cents a bushel, which is what it would be; isn’t that right, sir? 

Mr. Core. That is right. 

Mr. Scumipr. It would amount to an additional cost of $236,440. 
The load out would amount to $88,700, so an additional total cost 
of the two or $325,180, if this had been in application for the entire 
year. 

Mr. Cotk. Yes, that is true. But then you would almost have to 
take into consideration that the saving that that would make, where 
you sold it back in the country with these deductions in freight—the 
cost of freight to CCC is an enormous item, and where we can save 
those tremendous freight costs, it is quite a saving to the Corporation. 

Mr. Scumipr. Prior to changing this policy, you still had these 
sales in the country and did not pay the commission or load out; isn’t 
that right, sir? 

Mr. Corr. That is right. I think though, parenthetically, that 
our sales have increased since we put this new policy into effect. 

Mr. Scumiptr. Now, Mr. Cole, to get back to the question I asked, 
as part of your job in the Minneapolis office as Director, you supervise 
the approval of storage facilities. 

Now how is that handled through your office? 


Mr. Core. It is handled through an application for — of 


facilities. Somebody wants a Uniform Grain Storage Agreement, 
that they file with us for the approval of that facility. Then we send 
an examiner out to examine that facility to see whether or not it meets 
our requirements to be entitled to a Uniform Grain Storage Agree- 
ment. 

Mr. Scumipr. And what factors do you take into consideration 
when you are approving a facility ? 

Mr. Cotx. How is that again, please? 

Mr. Scumur. What factors do you consider? 

Mr. Cote. Well, we consider the type of facility and whether it is 
safe for storage of grain, adequate equipment, loading and unload- 
ing, scales, location, whether the facility is licensed and bonded to 
the State, which they are in our area as Senator Young knows. 

They have very strict State law in our area, and that is one of the 
requirements. The experience of the manager and adequate financial 
structure, those are all factors. 

Mr. Scumipr. Do you consider the size of the facility ? 

Mr. Coir. Yes, we do. 

Mr. Scumipr. For what reason ? 

Mr. Corie. Well, one of the reasons we figure is whether or not it 
has too large bins, the bins were too large to safely store. 

But the size is no longer—the size of the bins or the size of the 
facility is no longer a deterrent to approval. 

Mr. Scumnupr. Is this because of improved techniques in storage of 
grain? 
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Mr. Corz. Yes, [ think it is. 

Mr. Scumipr. Such as aeration ? 

Mr. Coz. Yes, sir. 

Mr. Scumipt. Have you had problems in the sales of large amounts 
of deteriorated grain ? 

Mr. Corr. We have had some problems, but not too many. 

Mr. Scumipr. Did you have a particular problem in 1958-59 with 
about 6 million bushels of spring wheat ? 

Mr. Corr. Yes, we did. 

Mr. Scumipr. And what type of problem does this offer to you 
as a commodity oflice director to dispose of this amount when it 
suddenly starts te go out of condition ? 

Mr. Corr. Well, we have to dispose of it and sell it at the best price 
possible. 

Mr. Scumipr. And this relates back to the size of the bin as far as 
you are concerned, because the larger the bin the more that goes out of 
condition, the tougher your problem is in disposing of it without 
wrecking the market, isn’t that right ? 

Mr. Corr. That is true. 

Mr. Scuminr. Is it a policy in your office to allow a warehouseman 
to have good grain for blending purposes in deteriorated sales ¢ 

In other words, if they have grain that is going out of condition and 
they must get it out of the warehouse, do you allow them to have 
good grain to blend with it so that they can raise the quality of the 
product that is coming out for sale ? 

Mr. Coxe. No, we do not. 

Mr.Scumipr. Youdonot. Why not? 

Mr. Coxe. Well, because the grain that is going out of condition is 
the only grain that we are concerned with. If it is going out of condi- 
tion, or about to go out of condition, or showing signs of deterioration, 
that is the grain we are concerned with. 

Mr. Scumipr. And that is the grain you have the right to sell under 
the law as deteriorated grain ? 

Mr. Core. That is right. 

Mr. Scumipr. You do not feel you would have the right to sell good 
grain along with the deteriorated ¢ 

Mr. Cote. No. 

Mr. Scumipr. Mr. Pickard, would you hand this to Mr. Cole? 

Mr. Cole, I will ask you to examine this form which is Evanston 
Form 409. It is a photocopy and I will call your attention to No. 3, 
point No. 3. It is headed “Report of Deterioration or Threatened De- 
terioration,” and the question on there: 

“Does warehouseman request portion of good grain be allowed him 
for blending ?” 

And there is a box to be answered “Yes” or “No.” 

In this particular case, and this is a form that we obtained from the 
vanston oflice of the Commodity Credit Corporation, you will note 
too that in section 10 it shows two tanks, it shows 425 bushels stored in 
each tank, determined to be nonstorable. 

Then it has total recommended for disposition 1,000 bushels in each 
tank. We have 2,000 bushels requested for loadout on the basis of 850 
bushels deteriorated, and the remarks on there “additional bushels re- 
quested for blending purposes.” 
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Does your office utilize a form of this type ? 

Mr. Coie. We do not. 

Mr. Scumipr. And you feel that you would not be allowed under 
the law, would not allow good grain to go out ? 

Mr. Cotx. That is the w ay I feel about it, but I don’t know, possibly 
I had authority to use this form, I don’t know. And further you have 
asked me a legal question, Mr. C ounsel, and I am not a lawyer. 

Mr. Scumipr. You don’t utilize this in your office? 

Mr. Coir. No, we do not. 

Mr. Scumipr. I am not asking you to state whether or not you know 
why Evanston uses it or anything like that. 

Mr. Core. Thank you. 

Mr. Scumipr. Now along with this problem of sales of deteriorated 
grain, what were the circumstances surrounding the sale of this some 
6 million bushels of wheat in late 1958 and early 1959 that you had to 
handle? How did this come up? 

Mr. Coir. Well, it came up in the discovery by our examiners that 
the temperatures and the storing condition in this big bin did not look 
favorable. 

Senator Symineron. Where was the bin ? 

Mr. Cour. The bin ina big terminal in Minneapolis. 

Senator Symineron. What was the name of the terminal? 

Mr. Corr. The terminal was Cargill elevator C. 

Senator Symineron. Cargill elevator C? 

Mr. Cote. Yes, 

Senator Symineron. And one bin had 6 million bushels of grain in 
it ? 

Mr. Cote. Yes, sir. 

Senator Symineron. And you determined what about that grain ? 

Mr. Coin. We determined that the grain showed signs of, as they 
say In the grain trade, incipient deterioration. Now it hadn’t gone out 
of condition. 

Senator Symineron. Yes? 

Mr. Corr. But we were fearful that it would go out of condition 
by our examiners and through the cooperation of the warehouseman 
himself, 

Senator Symineron. Thank you. 

Mr. Corr. We thought that that grain was dangerous to carry in 
that big bin, and that it should be disposed of. 

Senator Symuneron. How? 

Mr. Cotx. By sales. 

Senator Symineron. Thank you. 

Mr. Scumipr. Now were you able to sell it ? 

Mr. Coir. Yes, we were. 

Mr. Scumipr. And under what conditions? 

Mr. Cotz. We sold it under a system of competitive bids. 

Mr. Scumipr. And how much of it was sold to the storing ware- 
houseman ? 

Mr. Corr. I think about, just from memory, around 214 millions 
bushels, I think. 

Senator Syminetron. What was that? 

Mr. Scumipr. The storing warehouse. 

Mr. Corr. The storing warehouse. 
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Mr. Scumipr. Now, Mr. Cole, at the time that this was sold— 

Senator SyMINnGron. Let me get that storing warehouse. Does that 
mean to Cargill itself ¢ 

Mr. Cour. Yes, sir. 

Senator Symrineron. You sold 6 million bushels of grain, 214 mil- 
lion bushels of which you, the Government, sold to the corporation 
that was storing that grain, is that correct ? 

Mr. Corr. That is right, on a competitive basis. 

Senator SyMInGron. On a competitive basis. 

Mr. Coir. Yes, sir. The world had a chance to buy it also. 

Senator Symineron. I understand. I just want to be sure I un- 
derstand it. 

Mr. Scumiprt. I believe the record will show 4,836,630 bushels were 
sold to Cargill. 

Mr. Core. That may be true. I said about that. I don’t recall the , 
exact amount. > 

Mr. Scumipr. Now again, Mr. Cole, getting back to who sets policy 
and how you have to follow it at your offic e, calling your attention to 
the time that this particular elevator was approved ‘under the Uniform 
Grain Storage Agreement in 1954, you directed a teletype to Mr. 
Marvin L. McLain who was then Director of the Grain Division in | 
Washington, August 18, 1954, describing the Cargill facility, and 


you stated: 


a 
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Storage Agreement, particularly with regard to the two large bins of 7 and 3% 
million bushels, respectively. We think that the balance of the house can 
safely be approved under the Uniform Grain Storage Agreement. Our objection 
to these large bins is involved in the nature of CCC operations and the length of 
storage as compared to other commercial users. We invariably find ourselves 
holders of the oldest warehouse receipts where the warehouseman reports that 
he cannot condition the grain and the grain must be moved because of the ware- 
houseman’s inability to condition it. 


Now, this vou reported to Washington as your fears on approval of | 
this facility; isn’t that right, sir? : 
Mr. Corr. Yes, sir. | 
Senator Symineron. For the record, first we talked about 6 million | 
bushels that were incipiently deteriorating, and then we have some- 
thing about 7 and 3 million bushels. Clarify that, a total of 1014 I 
million. 

Mr. Scumipr. Mr. Cole, would you describe the physical facility 
here ? 

Mr. Core. The question that the chairman asked there, to explain | 
the difference between the figures he mentioned and what we sold, is | 
the difference between the total ‘sapacity and what we sold. 

The capacity of that sheep shed, which is part of elevator C, is in| 
excess of 6 million bushels, pretty close to 7 million, and the capacity} ¢} 
of the lamb shed, which is a smaller storage receptacle, is about} sq 


We are reluctant to approve all of the facility uncer the Uniform Grain 
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31% million bushels. That isthe storage capacity of them. th 
Senator Symrneron. I just wanted the record to be clear, because 
the three figures were used. eX 
Now let me ask another question just for the record. When you] T,; 
talk about conditioning grain, just what do you mean ¢ Si: 


Mr. Corr. Well. sometimes they do it by aeration, sometimes by Ca 
turning, sometimes they do it by moving and sometimes they do it by} in 
fumigation. 
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Senator Symrneton. And if they don’t do any of those four steps 
because of the size of the elevator or because of any other reason, 
then the grain deteriorates; is that correct ? 

Mr. Corr. It may. 

Senator Symineron. It may deteriorate. 

Mr. Cor. Yes, sir. 

Senator Symrncron. And in this case you felt that it was incipiently 
deteriorating ¢ 

Mr. Corr. That is true. 

Senator Symineron. So that you would like to get rid of it? 

Mr. Core. Yes. 

Senator Symineron. In the interests of the Government ? 

Mr. Cote. That is true. 

Senator Symineron. And so you put it up for sale on the open 
market, so that you would get competitive bidding and sell it to the 
highest bidder ? 

Mr. Cote. Yes, sir. 

Senator Symineron. And 6 million bushels of grain were up for 
sale and 4.8 million were sold to the warehouse that had the grain 
under Government storage through agreement with you, is that cor- 
rect ? 

Mr. Cote. I believe that is correct. 

Senator Symineron. Right. 

Mr. Core. Without looking at my figures, but that is what the 
counsel said there, and I think that is about it. 

Senator Symrneton. Thank vou. 

Mr. Scumipr. Now, Mr. Cole, you received instructions back from 
Washington in August of 1954 stating: 

The size of bins should not necessarily be the determining factor for approval 
or disapproval. 

Mr. Coz. Yes. 

Mr. Scumipr. You then, according to the records, contacted Wash- 
ington and asked for confirmation of your instructions by teletype 
as to what to do to approve this facility or not approve it. 

On September 1, 1954, teletype directed to you from the Acting 
Director, A. F. Troyer, Washington office, Grain Division stated: 

You are instructed to approve the warehouse. 

Then you took some special steps thereafter, did you not ? 

Mr. Core. Yes; I did. 

Mr. Scumipr. To put some provisions in this contract, because you 
were fearful of the size of this bin and what would happen if it went 
out of condition ? 

Mr. Cote. We did, and Washington, I think, in one of their wires 
there, Mr. Schmidt, that they laid down certain requirements neces- 
sary before we approved the house, and Cargill complied with all of 
those requirements, after which we did approve the house. 

Mr. Scumipr. I believe what you are referring to is a teletype 
exchange around the Ist of September, and you point out to Mr. 


Tripp in Washington that due to the very large and unconventional 
size of bins— 


Cargill and their engineers agree with us to provide more discharge openings 
in the large bin so they can conditionally turn and condition grain. 
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They have agreed to arrange this house so as to be able to provide turning 
and conditioning facilities equal to those of other terminals in this market; 
further, that they can pull off any heating or out-of-condition portions of grain 
and condition it separately from the balance of grain in the big bin. 

They agree to keep sufficient open space so as to make room to efficiently turn 

the grain for conditioning. 
Since the large house is built in the Minneapolis River bottom where 
severe flood conditions occurred 2 years ago, you asked for a dike to 
be placed around it. You asked for approval based on those modifica- 
tions. 

Mr. Cotr. That is right. 

Mr. Scumipr. Did the warehouseman comply with all of those? 

Mr. Corr. He did. 

Mr. Scumipr. Did they keep sufficient open space at all times to 
turn the grain for conditioning? 

Mr. Corr. Well, I presume they did. Our examinations would 
show that. They would either have to maintain space to turn it or 
have other space to move it. 

Mr. Scuuipr. The warehouse examiner’s report says, carried in 
the internal audit report of your office by the Department of Agri- 
culture internal auditors, dated August 12, 1959, states that the 
condition of the grain, speaking of the sheep shed here— 
resulted in lack of turning and conditioning. 

Is that what your warehouse examiner’s report showed ? 

Mr. Core. I think it did. 

Mr. Scumipr. And further they recommended that serious con- 
sideration be given to requiring the construction of bays or bins in 
order to prov ide for orderly turning and conditioning of grain. 

Mr. Cote. I think that was one of their recommendations. 


Mr. Scumipt. And this was in 1959. Why wasn’t that done in 
1954? 


Mr. Corr. What they did—of course, we were hard pressed for | 


storage in those days, and I think they had that house pretty well 
filled. 

But as I recall from memory, Cargill did offer us space in other 
areas, offered to move the grain into storage, turn it and move it 
into other areas; and as I recall too, from memory, when we got 


into that grain, we found variations of this indication of going out | 


of condition. 

And we tried to get that grain out if we could, which in the big 
mass we couldn’t do all at once, so we decided then it was necessary— 
the best thing to do was to sell all of the grain. It was all subject 
to serious deterioration, and we proceeded from there to load it 
out and sell it. 

Mr. Scumipr. What effect did the sale of this amount of grain 
have on the market in Minneapolis? 

Mr. Corz. Very little. I would say relatively very little, 

Mr. Scumipr. What do you mean by that, Mr. Cole? 

Mr. Corr. I think it responded somewhat and declined somewhat, 
but the decline was less than we expected. 

Mr. Scumipr. I have here a Grain Market News Report by the 
U.S. Department of Agriculture dated March 6, 1959, and this was 
during the time when this sale was going on; isn’t that right, sir! 

Mr. Core. I think that is true. 
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Mr. Scumipr. This says on this particular week’s bulletin: 


Spring wheat slipped 3 cents at Minneapolis. The trade attributed some of 
the weakness to Government offers of rather substantial amounts of Spring 
wheat for unrestricted use. 

Is that what you were faced with at that time? 

Mr. Corr. Right. 

Mr. Scumipr. How did you go about selling this 6 million bushels? 

Mr. Corr. We let the trade know that we had the grain, and we 
called for competitive bid. We also loaded out some of the grain 
and put it on the floor of the Minneapolis Grain Exchange to be 
auctioned by commission merchants. 

We also accepted bids for round lots on the grain to be loaded out 
of the elevator. Those were the two principal means that were used. 

Mr. Scumipr. Again, Mr. Cole, calling attention to the internal 
audit report of your office dated August 12, 1959, which states: 

Cargill acquired wheat for export from CCC at prices up to 16 cents a bushel 
below spot market and subsequently applied for export subsidies of approxi- 


mately a million and a half dollars for the resale of this wheat to foreign 
countries. 


~ 


The internal audit lists that total amount as $325,000 below the spot 
market. Is this the effect the sale of this amount had on the market? 

Mr. Corr. It didn’t have that entire effect on the market. It did 
have an effect, as you announced there in that other market circular, 
of 2 to 3 cents a bushel in the general market. But the range of 
discount on this grain—and we must not forget that all of this grain 
was still graded. We got to it and loaded it out before it had deterio- 
rated sufficiently to misgrade. It all graded No. 1 and No. 2. 

But on the Minneapolis market terminal loadouts never bring the 
full price of the published prices on that market. Those prices reflect 
the day-to-day sales of choice country run grain direct from the 
country. 

This wheat loaded out of Cargill’s estimate was probably 6 years 
old. It started in a country elevator, and then came into the terminal 
and was stored again. The wheat was about 6 years old. 

The trade, knowing this, of course, would not pay the full price of 
fresh country run grain from the country. 

Senator Symrneton. Roughly, what was the price, the full price? 

Mr. Corxr. The full price was around $2.03. 

Senator Symineron. And what did they pay for the grain, roughly ? 

Mr. Corr. That isthe price they paid for it. 

Senator Symrneron. What? 

Mr. Core. About from $2 to $2.03. 

Senator Symineron. I know, but you say they wouldn’t pay the full 
price. 

Mr. Coir. Oh, you mean what was the full price? 

Senator Symrneron. Yes. 

Mr. Corr. Well, the market at that time—again from memory— 
was selling around—I would say from about $2.10 to $2.15 for top- 
grade choice grain. 

Mr. Scumipr. I believe the internal audit report shows that it 
varied, and they do show $2.133, one sale Minneapolis spot market ; 
$2.1514 on another. 
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Mr. Core. I wasn’t far off. 

Mr. Scumipr. Here is 6 million bushels of old grain that you had 
to get rid of in a hurry. 

Mr. Coir. Yes; we did. 

Mr. Scumipr. You were probably tempted to say, “I told you so,’ 
to Washington, weren't you, about the approval of this? 

Mr. Coxe. Well, I don't like to—I think Washington acted pretty 
well on this thing and cooperated fully with us. As I have told you 
before, Mr. Schmidt, I thought in my opinion it was a very fortunate 
disposal of that much w heat, that we didn’t have to take a tremendous 
loss on that wheat. 

Mr. Scumupr. The internal audit report said “the grain stored in 
facilities of the size and nature of annex 3,” which is the big one we 
are talking about, “apparently created bigger problems than grain 
stored in other types of facilities.” That would be reference to the 
size of it; is that right, sir? 

Mr. Cote. That was my personal impression; yes. 

Mr. Scumipt (reading) : 

Generally, the Commodity Office has been able to dispose of grain in danger 
of deterioration at inbound track prices (spot market), and the quantities in- 
volved have not been large enough to have a material effect on market prices 
or price support program. In this instance, however, Commodity was faced with 
the problem of disposing of more than 5,700,000 bushels of spring wheat located 
in one terminal market, if the annex was to be emptied for installation of 
additional equipment. 

Now, what did you require from Cargill after this was sold in the 
way of anything to be done to this 6-million-bushel facility ? 

Mr. Corr. When we got the facility empty, we required them to 
install complete aeration ; unless that was done, we would not approve 
the facility again. 

We also required them to put in a partition where that large bin 
could be separated, and they did that. They put in complete aeration 
in both the sheep shed—— 

Senator Symineton. Excuse me for interrupting. I will have to 
recess this hearing as there is a vote. I will be back in a few minutes. 

(A short recess was taken. ) 

Senator Symineron. Mr. Cole, I am sorry but this is typical of 
what happens around here. The committee will come to order. 

Senator Young said that he did not think he could get. back, and 
so we will proceed without him. He was not sure. 

Will you proceed, Mr. Counsel ? 

Mr. Scumipr. Mr. Cole, the internal audit report also states: 

Sales prices were substantially below prices received in the Commodity Office 
for the rest of the grain sold out of annex 3, particularly in view of the much 
higher quality of wheat sold to Cargill on these sales, and were more than 
$325,000 below the spot market. 

Do you think that is a fair analysis? 

Mr. Cote. Well, I haven’t checked that, Mr. Counsel, but there was 
a variation as we say there, that the discounts ran from what, about 
3 to 5 cents, to as high as 16, and some of the cars that we put on the 
floor, individual cars, small lots, only about 1,700 bushels, it is easier 
to sell those cars and sometimes they bring a better price than a large 
amount in a round lot. 
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Mr. Scumipt. What happened to this wheat? Did you work out 
with Cargill a plan for ultimate disposition of this wheat ? 2 

Mr. Coir. Yes, we did. We worked it out inthis way: After Car- 
gill or anyone else bought the wheat, it was then their property, and 
we got Cargill to agree with us that they would export that wheat. 

Now it was up to Car gill to export that wheat in any way they could, 
because it was their property. We thought that the wheat in that 
condition, and while it was still graded, should be exported in a round 
lot rather than spread over the country and possibly cause some more 
trouble. 

Mr. Scumipr. Again referring to the internal audit report, it says: 

This would permit the orderly disposition of such commodities in the domestic 
or export channels without danger of impairing domestic markets, permitting 


exporters to acquire substantial quantities of grain at reduced price for export 
under other CCC export programs. 


This was not a normal CCC export program, was it ? 

Mr. Corr. Not that I know of. I don’t know what they did with 
it. We didn’t follow through. As I say, when we sell grain for un- 
restricted use, it is then up ‘to the buyer to do with that property as 
he sees fit. We try not to interfere with private industry. 

Mr. Scumipt. The audit report also says 


Cargill applied for approximately a million and a half dollars in subsidies 
on this wheat under this announcement. 
In other words, that is the export subsidy that is granted on all 
sales of wheat, is that right? 
Mr. Core. I presume so, but I don’t know. 
Mr. Scumipr. Mr. Cole, to summarize here briefly, you had the 
roblem because of the large size of this bin, you had the problem that 
if it did go out of condition, of getting rid of roughly 6 million bush- 
els of wheat all at once without destroying the domestic market, isn’t 
that right, sir? 
Mr. Corr. That w as the problem, yes, sir. 
Mr. Scumipr. And this is what you had in mind in 1954 when you 
raised these questions to Washington about approval of this facility ? 
Mr. Corx. That was one of the things. 
Senator Symineron. Approval of the facility as a grain storage 
place? 
Mr. Corr. Yes, sir, under the Uniform Grain Storage Agreement. 
Senator Symineton. Pardon ? 
Mr. Cor. Suitable to be appreved under the Uniform Grain Stor- 
age Agreement. 
Mr. Scumipt. Subsequently, old wheat was put into this, was it not? 
You stated that this was about 6 years old ? 
Mr. Corr. Yes, it was. It had a lot of storage history on it before 
it got into that bin. 
Mr. Scumipt. That makes it tougher to sell, too, doesn’t it ? 
Mr. Corr. That is right, and it makes it tougher to carry it too 
and keep it in condition. 
Mr. Scumipr. Was there any way that could have been worked 
out to freshen the stocks as time went on ? 
Mr. Corr. We couldn’t see any at that time, Mr. Schmidt. We had 
so much of grain in store at that time we determined, me and my staff 
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in the office, that the best thing to do for the Corporation was to sell 
that wheat and get rid of it. 

Mr. Scumipr. Was there a buyer resistance on this wheat in the 
small lots that you sold? 

Mr. Cote. It wasn’t easy to sell. 

Mr. Scumimr. What was the buyer's objection ? 

Mr. Corx. Well, they all knew—when this wheat started arriving 
on the trading floor they knew—pretty well, the age of it, the type of 
wheat it was, and so forth, so that it did not have the buyer appeal, of 
course, of good fresh country run wheat. 

Mr. Scumoipr. Is this typical of the type of wheat that we export 
from this country ? 

Mr. Corr. No, I don’t think so. 

Mr. Scumipr. You think it was poorer or higher grade ? 

Mr. Cote. I think it was probably a little. poorer, although it all 
graded, that is the point they go on. I had the Federal superv isor 
over there, and he said it all fully graded. 

Mr. Scumipr. Do you think it is common practice to export poorer 
wheat than we sell on the domestic market ? 

Mr. Corr. That is a difficult question to answer. I don’t think we 
try to make it poor, but most of the export trade now is in the com- 
mercial industry. They do most of the exporting. 

Mr. Scumiwr. Mr. Cole, you feel in light of the present require- 
ments that this being departmentalized and aeration installed, that 
you wouldn’t face this problem again; is that right ? 

Mr. Cotz. I hope not. 

Mr. Scumipr. You still feel that you have problems with large bin 
storage ? 

Mr. Corr. Yes,sir. Ido. 

Mr. Scumiptr. And you still stand by your original recommenda- 
tions “ 1954, which were in effect overruled by Washington ? 

Mr. Corr. Well, hardly that, because now, as you probably are 
aware, there is a lot of large storages over the country, and they have 
improved storage techniques like this aeration. 

It is a tremendous step forward in keeping grain in condition, and 
the Corporation, not in my area, we have kind of frowned on these 
bins, but in other arees they have been quite successful in operating 
big storages with aeration and more modern techniques. 

Mr. Scummpr. In 1954 the aeration wasn’t developed to a point 
where it was feasible; is that right, sir? 

Mr. Corr. That istrue. Youare right. 

Mr. Scumipr. About that time were you approached by anyone who 
proposed to store grain in tents in the Minneapolis area ? 

Mr. Cotz. Yes, I was. 

Mr. Scumipr. And did you accept that offer? 

Mr. Corr. No. 

Mr.Scumipr. You felt it wasn’t feasible ? 

Mr. Corr. I thought it was too hazardous. 

Mr. Scumipr. I haven’t anything further, Mr. Chairman. 

Senator Symineron. Who asked you to store it in tents? 

Mr. Corr. I think it was somebody in the southwest. 

Senator Symncron. Mr. Cole, this grain was purchased from you 
at as I compute your figures, at 7 to 12 cents under the market ? 





1g 
of 
of 


rt 


ill 


or 


we 
m- 


re - 
Lat 


in 


la- 


Are 
ive 


nd 
ese 


ing 


int 


vho 


you 


INVESTIGATION OF GRAIN STORAGE OPERATIONS 279 


Mr. Cote. Yes, sir. ann 

Senator Symineron. And then it was sold for export at subsidy in- 
cidental to selling it on the world market; is that correct ? 

Mr. Coxe. I think so, Mr. Chairman, but I don’t know just how 
they do dispose of it. 

Senator Symincton. Do you know what the price was on the sale 
abroad ¢ 

Mr. Coir. No; I do not. 

Senator SyMuNncTon. Then, just as a matter of interest, just as a 
business transaction, if you sell wheat abroad before you buy it at 
home, and then you buy it at home after you have made ‘arrangements 
to sell it abroad, then you automatically make a profit, although it is 
all, in effect, on the basis of the Government position in wheat, is 
it not ? 

Mr. Cote. Well, I wouldn’t know. I wouldn’t know just what 
kind of a transaction they had. 

Senator Symineton. J am just asking for my own information. If 
the market is $2.15, we will say, and you sell wheat because it might 
have become deficient in quality, and then you sell it at a price which 
does not recognize that deficiency in quality, you automatically have 
got a profit, have you not ? 

Mr. Corr. Yes; you would have, but you would have to be careful, 
too, that you had wheat that was going to grade and carry, and our 
position was that you know something about the tremendous losses 
that occurred with Burrus in the Southwest. We didn’t want to get 
into that position. 

Senator Symincron. Tremendous losses where ? 

Mr. Coir. With the Burrus Co. in the Southwest, in the tents. I 
think you know about that. 

Senator Symrneron. Yes. The counsel was just telling me. 

Mr. Core. We didn’t want to have another situation like that in the 
Northwest, so it was a question of judgment. Are you going to sell 
now and put this wheat on the market and get rid of it, or try to 

carry it and possibly have it deteriorate into a worthless condition ? 

Senator Symrneron. Are you finished with the witness ? 

Mr. Scumipr. Yes. I would just like to point out, Mr. Cole, the 
figures furnished to us by Cargill showed the subsidy ranged from 
54 to 60 cents a bushel, and they did pursuant to their agreement with 
you export this, including in their sales 2 million bushels to Tradex 
International, South America, 2 Panamanian corporation, which we 
have been told by Cargill is ow rned by certain stockholders of Cargill, 
so they did undertake to trace that for us. 

You stated you didn’t know whether it was exported ? 

Mr. Corr. No; J didn’t. 

Mr. Scumipr. They had given us the figures to show they did export 
this wheat 

Mr. Corr. That is the first time I heard of it, and I think, as I told 
you, Mr. Schmidt, that when we sell this grain they buy it just like 
anybody buys any other proper ty. It is theirs, and we do not try 
to regulate free industry. 

Senator SymincTon. Actually, they took a risk on it, too, didn’t 
they? They didn’t know whether they could export it ? 

Mr. Coun. They certainly did. 
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Senator Symineron. Is that correct ? 

Mr. Coir. Yes,sir. In my opinion, they did. 

Senator Symineron. Mr. Cole, I would like to make an observa- 
tion. I think of all the witnesses that have come up from the De- 
partment of Agriculture that you know your business at least as well 
as any other, and I congratulate you. 

Mr. Cote. Thank you, sir. 

Senator Symineron. Call the next witness, please. 

Mr. Scumipr. Mr. Chairman, Mr. Clarence Palmby has asked to ap- 
pear and give a written statement concerning this. 

Senator Symineron. Will you raise your right hand, please. 

Do you solemnly swear that the information that you give this com- 
mittee will be the truth, the whole truth, and nothing but the truth, 
so help you God ¢ 

Mr. Paumpy. I do. 

Mr. Chairman, I have Mr. Roland F. Ballou, who is Assistant Dep- 
uty Administrator for Operations in CSS, who is responsible for the 
Commodity Office operations. 

Senator Symineron. Do you want him to testify in place of you, or 
do you want him to supplement your testimony ¢ 

Mr. Patmpy. You may wish to ask him some questions to supplement 
this. 

Senator Symineron. Will you raise your right hand, please, Mr. 
Ballou ? 

Do you solemnly swear the information vou give this committee is 
the truth, the whole truth, and nothing but the truth, so help you God # 

Mr. Batiov. Yes, sir. 

Mr. Scumipr. Mr. Palmby, you have a statement which I presume 
you would like to read to the committee at this time. 


TESTIMONY OF CLARENCE D. PALMBY, ACTING ADMINISTRATOR, 
COMMODITY STABILIZATION SERVICE; ACCOMPANIED BY RO- 
LAND F. BALLOU, ASSISTANT DEPUTY ADMINISTRATOR, OPERA- 
TIONS, COMMODITY STABILIZATION SERVICE, U.S. DEPARTMENT 
OF AGRICULTURE 


Mr. Pautmpy. I weuld like to, Mr. Chairman. I think it may an- 
swer the questions that. I know are in your minds as to why we recom- 
mended that this unit be approved, and also some of the policy back- 
ground of our sales policy in Minneapolis. 

Senator Symincron. Will you proceed ? 

Mr. Patmesy. Thank you. 

My name is Clarence Palmby. Iam Associate Administrator of the 
Commodity Stabilization Service of the Department of Agriculture 
and a Vice President of the Commodity Credit Corporation. At the 
present time I am Acting Administr: ator of the Commodity Stabiliza- 
tion Service as my immediate superior, Mr. Walter Berger, is on leave 
while recovering from an eye operation. 

Since 1953 I have served in the Department of Agriculture as 
chairman of the Minnesota State Agricultural Stabilization and Con- 
servation Committee, as Associate Director of the Grain Division, as 
Director of the Grain Division, and as Deputy Administrator for 
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Price Support of CSS. I have, therefore, been connected in some way 
with the grain operations of CCC for about 7 years. 

Mr. James A. Cole, director of the CSS commodity office located 
in Minneapolis, reports to my office through the Deputy Administra- 
tor for Operations. 

Mr. Cole has served as the Director of the Minneapolis office for 20 
years. Prior to this service he was stationed in Washington for a few 
vears during which time he worked out the details for the first wheat 
loan program of the Commodity Credit Corporation. He is the se- 
nior Commodity Office Director, and we are quite fortunate to have 
had the benefit of his services. 

Mr. Cole will reach statutory retirement age before the end of the 
vear. His successor has been selected and will take over at the be- 
ginning of the new grain loan vear. Mr. Cole has agreed, however, 
to continue as a consultant, and we will have the benefit of his ad- 
vice a while longer. 

The purpose of this statement is to explain the factual basis for 
and reasons underlying certain policy decisions with respect. to com- 
modity operations in the Minneapolis area in which I understand the 
subcommittee is interested. 

I will first cover briefly the approval of the Cargill facility at 
Savage, Minn., under the Uniform Grain Storage Agreement. In 
1953, before the facility was erected we refused to grant a storage 
guarantee for this house because of the size of the bins. However, in 
1954 a Uniform Grain Storage Agreement covering the house was ap- 
proved by Mr. Cole on the basis of certain standards laid down from 
Washington. It should be noted that 1954 was a difficult year for CCC 
insofar as locating storage was concerned. 

In early summer of 1954 it was apparent that the Kansas City area 
would be short at least 75 to 80 million bushels of space for small 
grain. Part of this storage was taken care of by building additional 
CCC bins in the area. However, the director of the Kansas City 
office indicated that it was absolutely imperative that he be given allo- 
ration of at least 20 to 25 million bushels of space outside his area. 

The storage situation in Texas and Oklahoma in April of 1954 was 
almost as critical. A deficit of storage space for the new wheat crop 
alone was estimated at 2114 million bushels. In addition a large 
grain sorghum crop was expected to be harvested in the fall. It was 
about this time that we approved the tent storage operation of Burrus 
Mills which ultimately resulted in a loss of many millions of dollars 
to that warehouseman. 

We even explored the possibility of utilizing a mothball fleet near 
Mobile, Ala. However, the high temperatures and humidity pre- 
vailing in that area indicated that this would not be practicable. We 
could not very well have refused approval of the Cargill facility at 
Savage, Minn., which at least contained a permanent roof while we 
were approving tent storage a little farther south in which grain 
would be stored in a large mass. 

Senator Symincron. I would like to just ask a question there. If 
the Cargill facility was right, it was right. If it was wrong, it was 
wrong regardless of any tents: isn’t that right ? 

Mr. Paumpy. The alternatives facing us, Senator Symington, were 
to approve this unit or give Mr. Cole additional loading orders to 
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move grain into another area, and frankly, we had no place to go 
with it, and for proof of it, we approved tent storage 1m an area 
farther south. 

Senator SymincrTon. I see. 

Mr. Paimey. In connection with the approval of the Cargill fa- 
cility, I should like to read an excerpt from the report of the U.S. 
Warehouse Act Branch of the Agricultural Marketing Service of the 
Department of Agriculture covering its original examination of the 
conventional portion of this house. This agency, although a part of 
the Department of Agriculture, operates completely independently of 
the Commodity Credit Corporation and of Mr. Cole’s Minneapolis 
office. 

However, in order to avoid duplication we do accept the warehouse 
examinations of that agency. The excerpt from their report is as 
follows: 


Our present report covers only the construction so far completed. We do not 
believe that this construction offers any unsurmountable conditions from an op- 
erating or supervision point of view considering the handling equipment avail- 
able. There are storage containers varying in size from 1,800 headhouse bins 
to 351,150 bins or tanks (all figures in bushels). These containers because of 
number and variable size will permit turning operations when used judiciously. 
However, it is the intention of Cargill to add (now under construction) two 
large bulk bins, one capable of holding approximately 


Senator Symincron. Isthis all part of the report ? 

Mr. Patmpy. Yes, sir. I am still quoting from the report. 

Senator Symrneron. I see. And what is the date of the report? 

Mr. Patmpy. I do not have the date, Senator. It was prior to our 
approval of that facility. 

Senator Symrnctron. Prior therefor to when ? 

Mr. Patmpy. Prior to December of 1954. 

Mr. Coir. Prior to December, 1954, right. 

Mr. Patmby. Starting at the top of the page: 


However, it is the intention of Cargill to add (now under construction) two 
large bulk bins, one capable of holding approximately 3,437,000 bushels of grain 
and the other some 6,770,000 bushels of grain. (See attached plat covering this 
construction.) These bins are a furtherance and refinement of the construction 
promulgated by Cargill some 25 years ago at Omaha, Nebr., and as used at 

various locations throughout the country since that time. Cargill has gained 
much experience in the use of large bulk containers and to our knowledge has 
had success in their use. The careful selection of grain for such storage as 
to quality, moisture, temperature, foreign material—its intended use—its prob- 
able storage period, etc., are only a few of the considerations reviewed by 
Cargill personnel in using such facilities. Our Indianapolis office has seen much 
of this type of storage container and while we could not recommend its use by 
the inexperienced warehouseman, we have noted the economy of its use when 
carefully and judiciously balanced with other types of storage. Unusual fa- 
cilities for moving grain and for watching its condition in storage accompany 
the use of such storage. In the present case when these bulk bins are com- 
pleted, they will have temperature controls as per the attached letter from Mr. 
Joseph Bailey, of Cargill, Inc., dated August 19, 1954. Handling facilities will 
be as follows: “In the smaller of the two bins, three drawoffs are provided 
which reach the central conveying belt of 25,000-bushels-per-hour capacity; in 
the larger bin six drawoffs are provided which also reach the central conveyor 
belt. Grain is pulled to these drawoffs by automatic scoops which travel from 
the outside walls to the drawoffs and back again without human guidance. 
The cables on which they travel are permanent installations and the speed of 
withdrawal is close to belt capacity when coupled with normal gravity assistance. 

“In the event of a hotspot developing in either of these bins it is felt by Cargill 
engineering personnel that the maximum to be reached, removed, and conditioned 
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would be a million bushels. Under good conditions 40 hours would remove the 
spot. In the event a small spot develops near the outside walls, vents are avail- 
able at regular intervals around the exterior of the bins that can be reached by 
a portable conveyor and elevator that would feed trucks which would carry the 
grain around to the elevating leg. The figure of a million bushels to be removed 
ought to be a maximum and is only a possibility, not a probability.” With this 
in mind, Mr. J. G. Peterson, chairman of the board, Cargill, Inc., assured your 
examiner that at least 1 million bushels of space would be retained at all times 
to care for this possibility or contingency. This space either would be unoccupied, 
contain grain that would be merchandised quickly, or be transferred to space 
existing in other Cargill nearby facilities. He issued instructions to his operat- 
ing division along this line in my presence and made it quite emphatic that this 
was a representation to a Government agency which he wished strictly observed. 
Based on our past experience with this type of container, Cargill’s experience in 
using such containers, and representations of Mr. Peterson, we believe these large 
bins will offer safe storage in contemplation of the Warehouse Act for normal 
public operations. By normal operations, we mean a refreshing of stocks or 
removal from storage of the identical grain in 1 to 2 years. 


If we had been in position to remove our grain from the Savage 
facility at the end of 1 or 2 years no difficulties would have been en- 
countered. However, this was not the case and after the grain had been 
instore for about 4 years and was about 6 years old it was necessary for 
us to take action to dispose of the grain. 

In appraising the situation, after the fact, however, we do not believe 
that the taxpayers suffered any substantial loss as a result of this op- 
eration. In this connection it should be noted that the grain at the 
time of the sales met the grade called for by the warehouse receipts. 
The wheat was sold at the best price obtainable on the basis of offers 
received fron: the grain trade after full publicity of the availability of 
the wheat 

On that grain sold in the Minneapolis market the fact that the re- 
turns were in some instances less than for wheat of similar grade and 


| protein content is accounted for because of the quantity offered and by 


the fact that this was not country run wheat and was known by the 

trade to have considerable age behind it and was in danger of going 
= of condition at the time of the sale. The prices accepted were 
based on the Minneapolis domestic prices. 

Insofar as the wheat sold to Cargill is concerned, this wheat was 
exported by Cargill through a gulf port. The market price of wheat 
at the gulf is less than the Minneapolis price, plus rail freight to the 
gulf. Further, foreign buyers are not willing to pay premiums for pro- 
tein content, and Commodity Credit C orporation has never been able 
to realize protein premiums on wheat sold for export. 

It should also be borne in mind that any attempt to sell all of this 
wheat in Minneapolis would have had a serious adverse effect on that 
market. It was very much to our advantage to have the wheat 
exported. 

Our present policy calls for continued utilization of large bins such 
as those of Cargill at Savage, Minn., provided aeration and other 
equipment is adequate and the warehouseman is both experienced and 
financially responsible. 

Senator Symrnetron. At this point before you go to your next sub- 
ject, counsel would like to ask you a couple of questions. 

Mr. Paratey. Fine. 

Mr. Scumpr. Mr. Palmby, you state that in 1953, “We refused to 
grant a storage guarantee for this house because of the size of the bin.” 

58385—60-——19 
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Was that Commodity Stabilization Service ? 

Mr. Patmpy. Yes, sir. 

Mr. Scumipr. Was that based on the U.S. Warehouse Act exam- 
iner’s report / 

Mr. Parmpy. Not necessarily. It was based upon our inexperience 
and our Commodity Office Director’s inexperience as related to you by 
Mr. Cole of handling such large bins, and we did not think, as I was 
not in the Department at that time, but as it has been related to me 
in the considered judgment of those responsible, Marvin McLain and 
others, in their opinion because of our inexperience, we thought it not 
wise to grant a guaranteed occupancy contract. 

Mr. Scuaupr. Later you recite the shortage of storage space out of 
the Kansas City office and out of Texas and Oklahoma. Did you also 
have those critical shortages in the Minneapolis area ¢ 

Mr. Patmpy. Yes, sir. 

Mr. Scumipr. And you stated that you explored the possibility 
of utilizing the mothball fleet near Mobile, Ala., and ruled it out 
because of the high temperatures and humidity prevailing in that 
area ¢ 

Mr. Patmpy. Yes, sir. 

Mr. Scumipr. Did you explore the possibility of using the fleet in 
the east and west coasts ¢ 

Mr. Patmpy. We were utilizing fleet storage on the east coast and 
it was about this time that we began to utilize the fleet storage space on 
the west coast in the Portland area. 

Mr. Scumipt. Were you actually utilizing the west coast fleet: stor- 
age at that time? 


mee 


comm mm 


Mr. Pautmpy. I will have to check that date, Mr. Schmidt. It was | 


either about that time or a little later. You have to remember, how- 
ever, when we talk Portland they are entirely in the geographic 
area of their own, and if we had moved any grain to Portland from the 
Minneapolis area, this would have been at a very heavy freight loss 
to us. 

Mr. Scumipr. You have moved wheat from Minneapolis to Port- 
land in the past. I have here a teletype to Mr. Cole dated July 23, 
1958, from Earl C. Corey, Portland commodity office director : 


Confirming my telephone conversation of this date, all wheat out of Great 


Falls, Lewistown, or Shelby moving on official weights, grades, and proteins, | 


bill as follows: 


All proteins running from 10 to 11.50, bill direct to CCC, care of Three State 


Warehouse, Bell Station, Portland, Portland Traction Co. delivery. 

All proteins above 11.50 bill to Spokane for I. & D. 

Then, “From the following country stations,” and it gives those sta- 
tions which are apparently under Mr. Cole’s jurisdiction in Minneapo- 


lis. This is in 1958 you were moving it out. I presume that you moved | 


it out before from Minneapolis to ‘the west coast; have you not? 

Mr. Patmpy. To my knowledge we had not, Mr. Schmidt. You 
must keep in mind that this telegram refers to wheat in Montana. 
There is a very limited amount that can move to Portland and Minne: 
apolis without a great deal of loss on freight either way. 

Now our problem at this time, and Mr. Cole’s constant problem, is to 
move grain through the Minneapolis area, and a great deal of this 
grain originates rather adjacent to Minneapolis, which would move 
with heavy penalty to Portland. 
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This wire refers to Montana wheat. A good deal of this Montana 
wheat can move either way, and we do it constantly. 

I am sure there have been occasions when we have paid some penalty 
to move to the west coast, but in our opinion it was the best thing to do. 
This is not necessarily a normal movement, getting very deep in the 
Minneapolis area. 

Mr. Scumipr. You say this is not anormal movement ? 

Mr. Patmpy. Of dipping very deep in the Minneapolis area. 

Mr. Scumipr. You have had good luck with storage in the fleet 
storage on the west coast; haven’t you ? 

Mr. Patmpy. Very good luck. It has been Soft White wheat which 
is grown in that area. 

Mr. Scumipr. Our staff is informed by Mr. Harris, acting head of 
the office out there, that the wheat has come out of the storage in ships 
at higher grades than it went in. ; 

Mr. Patmpy. We have had an excellent record in storing wheat in 
the fleet on the west coast. 

Mr. Scumivr. It is pretty fantastic when you take it out better 
than you put it in. You don’t have the date of this report, then, that 
comes out of the U.S. Warehouse Branch ? 

Mr. Patmpy. No, but we would be happy to supply it to you. 

Mr. Scumipr. Calling your attention to that report you state: 

Mr. J. G. Peterson, chairman of the board of Cargill, Inc., assured the examiner 
that at least 1 million bushels of open space would be retained at all times to care 
for the possibility or contingency. 

Examining the records of the Minneapolis office, we don’t see that 
that appears in the agreement with Cargill that at least 1 million 
bushels of space would be kept open at all times. 

Mr. Patmpy. To my knoweldge it was not in the agreement with 
Cargill. 

However, as Mr. Cole did point out to you a bit earlier, they stood 
ready from time to time to take part of this wheat and put it in other 
facilities. 

Mr. Scuaapr. Did they keep 1 million bushels at all times? 

Mr. Patmsy. I cannot answer this. Maybe Mr. Cole can. I cannot. 

Mr. Scumipr. I think we asked him and he said he didn’t know. 

Now the report further says: 

We believe these large bins will offer safe storage in contemplation of the 
Warehouse Act for normal public operations. By normal operations, we mean 
a refreshing of stocks or removal from storage of the identical grain in 1 to 2 
years. 

You knew that this was the problem you faced. Why didn’t you 
make an effort to refreshen the stocks or to move them in 1 to 2 years? 

Mr. Patsy. Mr. Schmidt, we had no place to go with them. 

Mr. Scumipr. Did you have any place to go with it when in 1959 
you were stuck with 6 billion bushels and had to get rid of all at once? 
_ Mr. Patmpy. No, sir, and for proof of it, we left it there and when 
it was 6 years old we thought a good alternative and a right alternative 
was to offer it for sale. 

Mr. Scumipr. Now you say: 


In appraising the situation after the fact, however, we do not believe that 
the taxpayers suffered any substantial loss as a result of this operation. 
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I take it from that you do gather that they suffered a loss? 

Mr. Patsy. Generally any wheat that we handle, the taxpayers 
suffer a loss. 

Mr. Scumupr. In other words, we have a rather expensive operation 
here with Cargill having some 5,700,000 bushels of wheat which, over 
the time it was in storage, your organization paid approximately 60 
cents a bushel for storage, roughly another 60 cents a bushel for export 
when it went out, $1. 20a bushel. ‘The Government had invested that 
plus what was paid under the original price support program. 

Mr. Patsy. I can give you many other illustrations of the same 
thing. 

Mr. Scumipr. You still believe that it was wise in the light of the 
size and quantity that you had facing you to get rid of, to approve 
this; is that right? 

Mr. Patapy. In line with the problems facing Commodity Credit 
Corporation at that time, had I been here I cert: Linly would have rec- 
ommended the same action that was taken; yes, sir. 

Mr.Scumipr. You stated : 

On that grain sold in the Minneapolis market the fact that the returns were 
in some instances less than for wheat of similar grade and protein content is 
accounted for because of the quantity offered and by the fact that this was not 
country run wheat. 

In other words, terminal stored wheat doesn’t bring as much; 
that right? 

Mr. Paumpy. Particularly with age on it, that is generally right; 
yes, sir. 

Mr. Scuaupr. Also on this internal audit report of August of 1959 
they discussed the exchanges that the office at Minneapolis carries out 
pursuant to policies set down by Washington, and they say further: 

The Commodity Office has repeatedly paid the spot market plus 2 cents a 
bushel for terminal stored wheat acquired in exchange of country stored wheat. 

Why would Commodity pay 2 cents a bushel more for terminal 
stored wheat when you say that it wouldn’t bring as much on the 
market because it wasn’t country stored ? 

Mr. Patmsy. Mr. Schmidt, we can best answer it this way: We must 
explore the possibilities facing Commodity at the time we made this 
exchange. 

First, by making this payment we saved the elevation, so it is a net 
gain to C ommodity. 

Secondly, we may make an exchange in lieu of or at the time the 
country elevator is issued a loading order. So by issuing a loading or- 
der and moving the wheat, our wheat automatically then becomes 
terminal wheat anyway, because we are moving it. 

Mr. Scumupr. It would appear that it applies on one side but not on 
the other, this 2-cent differential. 

I understand the exchange policy has subsequently been changed out 
there; isn’t that correct, sir? 

Mr. Pautmpy. Yes, sir, we have made some changes in our exchange 
policy. 

Mr. Scumiptr. Now, you state that part of the problem here was the 
fact that had age behind it, was in d: anger of going out of condition at. 
the time of the sale, and of course you were fearful of what it would 
do to the domestic market. 
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Do you think it a wise policy of the Government to export wheat 
that has this buyer resistance in this country? Aren’t we in effect 
hurting our foreign markets with that 
Mr. Patmpby. Mr. Schmidt, I think that there is sometimes some 
misinformation on how we dispose of our wheat production in this 
country. 

Something less than 50 percent of our annual wheat crop is bought 
by our millers and milled. 

‘Now, I think it is only sensible to realize that in this country with 
the standard of living such as ours, with the desire for high quality 
food, that the millers, through competition, will skim off that wheat 
that is most desirable to mill. 

This means that the remaining 50-percent-plus that will be exported 
or owned by Commodity Credit Corporation will have a tendency to be 
a poorer quality of wheat than that which is milled in this country. 
It will vary by year, but I could sit here and try to give you half a 
statement that, “No, we like to have all our exports as good a quality 
wheat as what is consumed domestically.” 

But I would be kidding you, because we have this high standard of 
living, and in turn the demand for a high quality product, and our 
mills of necessity will bid up the higher quality of wheat that is pro- 
duced in this country. They have done it traditionally, and they will 
continue to do it. 

Mr. Scumipr. Now, you also state: 

Our present policy calls for continued utilization of large bins provided aera- 
tion and other equipment is adequate and the warehouseman is both experienced 
and financially responsible. 

Do you approve of the requirement as requested by Mr. Cole which 
has been instituted to have Cargill compartmentalize this facility ? 

Mr. Patmpy. Yes, sir; we counseled with him on it. 

Mr. Scumipr. Do you feel that this will help or cause any future 
problems you might have with that large amount going out at once, 
is that right? 

Mr. Patmpy. We never can be sure that grain won’t go out of condi- 
tion. We know from experience now that it will go a long ways 
toward taking away some of this possibility. 

Senator Symrneron. I want to ask a question here, if I may. What 
was the logic behind the arbitrary reduction of 3 cents per bushel 
storage rate regardless of cost ? 

Mr. Patmpy. Senator Symington, I first of all would say that it is 
not an arbitrary reduction. 

Senator Symrneron. What is it then ? 

Mr. Patsy. It was a counseled and a judgment figure on our part 
substantiated by what we thought was a very comprehensive study, 
and from the information that we have of storing grain. 

Senator Symineron. When I said “arbitrary” I just meant it was 
your decision of the Department. 

Mr. Patmpy. Yes. 

Senator Symineton. Regardless of the comments of the grain trade 
on it. Itis clear that some people have been making abnormal profits 
— grain. It is clear that some people have been making normal 
profits. 
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I just can’t quite understand in my mind why you don’t run a cost 

on these things based on sound accounting principles, and set your 

rates against cost. That is what you do in all other Government activ- 
ities that I have known about. 

Mr. Patsy. May I comment on that? 

Senator Symineron. That is my opinion. If you are buying motors 
in heavy quantities, you are certainly not going to pay a person that 
has automatic winders the same price that you pay people that don’t 
have automatic winders for the same motor. 

If you have people with whom you are storing grain in units that 
they acquired for small investment, and you coax others to go into 
erain storage who have a much higher cost, I can’t see how you can 
have the same storage rate for everybody involved, without doing 
harm to some and giving abnormal profit to others. 

I just say this as a businessman. I have never been in the grain 
storage business, but I have been in other business and I can’t under- 
stand it. 

Mr. Patmpy. May I comment? 

Senator SYMINGTON. Sure. 

Mr. Patmpy. First of all, in my comments I would like to give you 
just a little picture of how we look at the men whom we contract with 
tostore grain. 

Looking at it from two different groups, one the country and one 
the terminal, and they are very loose classifications, but we have found 
that from the country standpoint as a whole 30 percent of their earn- 
ings come from storing grain for others, which includes Commodity 
Credit Corporation, whereas in the terminal roughly 50 percent of 
their earnings comes from storing grain. 

Now, I think this is significant “because this is not simply a storing 
industry assuch. Thisis s the grain business. 

Senator Symineton. I know, but I am not talking about the grain 
business or percentages. J am talking + about the Government and the 

taxpayers’ money and also what is considered fair business practice. 

If you are going to store grain, pay for the storage of grain, and 
you have stor ed grain yourself so you know something about the costs, 
why don’t you give a profit to the people who store but not an abnormal 
profit to the people who store? This is just a case to me of figures, 
It is not a case of who stores grain and where. 

I think everybody wants to see the grain people get a fair profit, 
and nobody wants to see anybody get an abnormal profit. 

We have had profits that run very high now, with some new figures 
that came in today, in this report from the General Accounting Office 
Regardless of any philosophy involved, why don’t you set your grain 
storage figures, your grain storage rate figures, the payments that 
you make on the basis of cost ? That is my question. 

Mr. Patmpsy. If I could go just a bit further on this, I want to get 
across that storage is all the w ay from a side line to some warehouse 
men to a major portion of income to others. 

Further, we have nothing at all to say as to where we will take 
possession ‘of grain, so that we must have a contract that is at. least 
reasonably enough attractive to warehousemen everywhere so that it 
will not impair producers getting price support for their grain. This 
is fundamental. 
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Now, in direct answer to your question of why do we not have a 
renegotiation privilege 

Senator Symrneron. I didn’t ask that. Now, let’s be sure what my 
question is. 

Mr. Patmpy. Allright. Excuse me. 

Senator Syaneron. M y question is why don’t you set a rate based 
on the cost, so that you control the profit and, at the same time, give a 
fair profit. ‘That is my question. 

Mr. Patmpsy. May I ask you another question on that ? 

Senator Symrveton. No. I want you to answer that question. 
Then you can ask me any question you want. 

Mr. Patmpy. I am sure we wouldn’t know how to do that. 

Senator Symineton. That is a good answer. 

Mr. Patmpy. And the reason, if I may expand on it a bit, is that I 
don’t think it is possible to set a rate based upon the cost factors that 
one must take into consideration in a year ahead or the year past of 
what it costs each warehouseman in this country to specifically store 
grain. 

Senator Symineton. All right. Now let me make a suggestion to 
you. Have you got a pencil ? 

Mr. Patsy. Yes. 

Senator Symineton. Take down three things, labor, material, over- 
head. Then break down overhead into two groups, fixed overhead and 

variable overhead. Variable overhead would be the overhead of costs 
per bushel stored. 

Now why couldn’t you make a sheet out, for example, and have an 
estimate including any freight costs, and you can always strike aver- 
age, any costs for shrinkage and so forth, and then have a man file 
that with you as his estimated cost, just exactly like you and I today 
file an estimated income, and then fix a rate with a fair profit based 
onthat cost. Why isn’t that possible? 

Mr. Patmpy. Right away I can see where the variable would slip 
away. I don’t see ‘how a warehouseman would have any idea at this 
time of the year what he might be making an estimate against to 
establish a rate to store grain. 

Senator Symneron. W ell, but the variable is only based on the 


|number of bushels. Your fixed ov erhead would go up in proportion 


to the lack of capacity and go down in proportion to the increase in 
your capacity. But your variable would depend upon each bushel. 

I have never yet, and I can say this with great sincerity, in all my 
experience in business, and in all of my experience in Government, 
Thave never yet seen an amount of money like this amount in storage 
just put out on an arbitrary basis without any recognition of cost. 

Now that a reduction of 3 cents is being made, it is not being made 
based on cost. That is why I used the term “arbitrary.” It is a deci- 
sion that is not based on cost. 

Mr. Patmpy. I think it is, Senator Symington. 

Senator Symineron. Not according to the testimony that we get, 
because quite a few of your operators will be forced to operate below 
cost. They won’t be allowed to make a profit. 

Surely you must have some past experience in grain storage. You 
have been storing billions of bushels of grain in Gov ernment for 


ye ars, 
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Mr. Paumpy. I think, Senator Symington, we had a good case in 
point this morning. In Cargill, for instance, if they would have re- 
ceived different wheat than what they did, the wheat may still be 
there. If they had received still different wheat, it probably would 
have gone out of condition 2 or 3 years before. This is a fungible com- 
modity. You are not bidding against something that is sure. It is 
entirely fungible. It reacts different. Different crops react differ 
ently. 

Senator Symineton. I understand all that, but did you ever pro- 
duce anything and sell it on an open market ? 

Mr. Patmpy. I have produced a good deal and sold it on an open 
market. 

Senator Symincron. Don’t you figure your costs before you figure 
your sales price ? 

Mr. Paumpy. I have sold at a loss sometimes too. I am a cattle 
feeder, Senator Symington. 

Senator Symineron. But don’t you figure your costs before you 
figure your sales price? 

Mr. Patmpy. Yes, sir. 

Senator Symincron. That is what I can’t understand about this 
3-cent reduction. What was it based on? It couldn’t have been based 
on cost from what we hear in the trade. 

Mr. Patmpy. Well now, what you hear and what may be the facts 
may be somewhat different, because they are based upon what we 
estimated their costs—not estimated, what we determined costs were 
in a very comprehensive survey. We made a survey of something over 
500 houses. 

Senator Symineton. Yes, but based on the General Accounting 
Office report, as a result of this reduction in the rate some people are 
still going to be making an abnormal profit, and others are going to 
be selling below cost. 

Mr. Paumpy. Senator, I have not seen the General Accounting] 
Office report nor heard of it. This is the first I heard of it this morn-| 
ing, and I would assume that under this present rate, there are going] 
to be some good profits. 

But I w ant to hasten to add that we have found again through sad | 
experience at the expense of many warehousemen that even though 
their profit and loss statement may look real good for a 1-year period 
of time, until they have moved out the last bushel of grain in storage | 
they do not know what their profits are going to be. 

Senator Symrineton. Then I will switch my approach and say you | 
are arguing for me, because if that is true, and the high profits come | 
on the low-cost operators, and there is a difference A to your 
own report of 50 certs a bushel in the storage costs of grain, then if 
you are right in what you have just said, you can guarantee the facts 
that with the 3-cent reduction you are going to make it extremely 
difficult if not impossible for other people to live. 

Mr. Patmpsy. Senator, if I may make this comment, isn’t that true 
with our competitive system today? It certainly is ‘true with pro- 
ducers themselves, that some will do well and some not so well. 

Senator Syarvoton. As I understand it, based on the testimony, 
you asked a lot of these people to go into business. I think you urged 
people to build facilities. 
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Mr. Patmpy. If I may clarify that. 

Senator Symrneron. Yes. 

Mr. Patmpy. We at all times and still are today making informa- 
tion freely available what we think the stock situation will be in a 
given area, and from there on it is entirely up to the private investor 
what his choice may be. 

Senator Symrneron. Are you saying that the Department of Agri- 
culture was not anxious to haveincreased storage ? 

Mr. Patmsy. No, sir, 1 am not saying that. 

Senator Symineron. Then I don’t see that what you are saying is 
pertinent to my comment, because all I said was in effect you urged 
people to go into the grain storage business. 

Some people i in my State looked over the costs and decided even at 
the old rate it would not be wise for them to build any additional 
storage facilities, because as everybody knows, the costs have gone up, 
building costs especially, very heavily in recent years. 

They decided that they would not build any more because the costs 
were so high, and that they wouldn’t take advantage and the theory 
of the suggestion of the Department of Agriculture, that they build 
new storage facilities. 

Now if that is true, and you have urged people to go into the 
business, and they have gone in in good faith, I am not quite sure 
that you can at the same time say that you are putting them on the 
free market and that that is our system, because I think there is some 
obligation th: at Government might have in that case. At least that is 
the way in other departments that I know of that we have operated. 

[ should think that you could solve this whole problem, not giving 
abnormal profits—I am not talking about the good profits, I am talk- 
ing about abnormally high profits—to some people, and at the same 
time giving other people you might say a one-way ticket to financial 
trouble by setting your rates against the cost of the operation. 

At least area. costs instead of just a blanket reduc‘ion of 19 percent 
in the overall cost of grain storage. That is the point that I can’t 
quite get in my mind, and I would like to be cleared wp on it. 

Mr. Patmpy. There is one area more that I would like to talk about. 
It is why the industry and we have always favored a uniform contract. 

Historically there has been some area exceptions, as was pointed 
out by the General Accounting Office this morning. 

Senator Symineron. Right. 

Mr, Patmpy. But by uniform I mean uniform in a given market 
area, so that if Senator Young were here, I would use this example: 

That grain originating in North Dakota, the price we paid for stor- 
ing it out there on a per-bushel basis would be the same as in the 
Minneapolis area country or terminal, so that when we can move our 
inventory we can move it freely without running into the considera- 
tion if we move it, is it going to cost us more or less per bushel. So 
that here is what would “happen on a variable rate thing tied strictly 
to cost. 

Senator Symrneron. Just a minute. Obviously any true cost em- 
braces the point of f.o.b., so whatever the storage cost is, whatever the 
true cost is, you always ‘add to it the cost of mov ing the grain. 

Mr. Patmey. I understand that. 

Senator SymrNaton. So do I. 








299 INVESTIGATION OF GRAIN STORAGE OPERATIONS 


Mr. PatmBy. But here is what I was getting at. We move freely 
from North Dakota country position to Minneapolis terminal. 

Senator Symineron. Right. 

Mr. Patsy. Or Duluth. And it is no worry on our part as to what 
it is costing the Government if we have outlets for it there and need 
it in those locations, because the cost per bushel of storing it is the same. 

Now if we could make just one assumption here, which I think would 
be reasonably correct: Pick a terminal in Minneapolis where the cost 
per bushel to that firm would be less for storing grain than it would 
in country position in North Dakota. 

Then I am sure that the General Accounting Office and the Appro- 
priations Committee and Congress, in its wisdom, would say, “Why 
didn’t you move all of the grain out of the country point in North 
Dakota to the terminal position in Minneapolis, where the cost per 
bushel to Commodity would be less?” 

I am sure that we would run into this. We don’t think that this is 
utilizing a normal channel of trade. 

Senator Symincron. I want to make one final statement about it. 
I have been in a lot of businesses myself, and I have had business ex- 
perience in government. 

There are three techniques of making a contract that I know some- 
thing about. One is cost plus percentage of cost, which I think is 
illegal, and the other is a cost plus a fixed fee, and the other is a fixed 
price. 

Those are the only ones that I know anything about. 

It seems to me if you are going to make an agreement on a fixed price 
basis that it ought to be based on costs. Now all you are doing is ex- 
pisianng the problem of getting the cost. I want to say that the prob- 
em of getting at a cost and getting it right is not only difficult but is 
often the difference between going broke and making a living. 

On the other hand, I can’t ‘for the life of me see why the Secret: ary 
of Agriculture, w ithout any cost background, and with people present- 
ing facts, as they have been presented by his own Department, that 
people are operating at times below cost and at times at exorbitant 
profits, doesn’t set a rate based on cost. 

It seems to me it would be a very simple matter todo. It would take 
a very few people to work up a standard, a cost standard. 

You had a cost sheet. We used to call it a bill of materials with 
a breakdown. You could establish your standards. Anybody who 
was in the grain business could go against the standards. 

You can always have adjustments in particular circumstances, But 
those are just my own thoughts, and I may be wrong. 

I wanted to tell you, speaking for myself and for other members, 
at least some other members of the committee, we are surprised that 
the rate has been reduced across the board without basing it on any 
cost in particular areas. 

You yourself have pointed out that it costs less in some areas to store 
grain than it does in others. This arbitrary 3-cent reduction to me 
just doesn’t seem businesslike, and I have to tell you that because it is 
our problem in the Congress to look at it the way the taxpayers’ money 
is spent. 

Do you want to 0 ahead with the rest of your statement now, sir? 
You were on page 7. 





cha 
wh 


is t 
cou 
ap 
the 
pel 
bv 
ing 
are 
f« 1 
an 
gr 
pre 
the 
va 
Co 
ag 
ess 
ex 
pu 
th 
tr: 


i 
ay 
CC 
we 
m: 
pr 
he 
or 
th 
fo 


th 


reely 


what 
need 
ame. 
ould 

cost 
ould 


pro- 
Why 
orth 
_ per 


11s is 


it. it. 
5 @X- 


yme- 
ik is 
ixed 


rice 
; ex- 
rob- 


ut is 


tary 
ent- 
that 
tant 


take 


vith 
who 


But 


eT's, 
that 
any 


ore 

me 
it is 
ney 


sir? 


INVESTIGATION OF GRAIN STORAGE OPERATIONS 293 


Mr. Patsy. I will next cover the question of the allowance of out 
charges and a sales commission in figuring the minimum price at 
which we will sell soybeans in the Minneapolis area, 

The Minneapolis market is almost unique in the grain business. It 
is the largest cash market for grain. It is generally the custom of 
country shippers to consign grain to commission merchants in Minne- 
apolis who obtain the best price they can from the many buyers in 
the area. The argument can be made that the commission merchant 
performs an unnecessary function and that sellers could do better 
by consigning directly to a consumer at prices based on the prevail- 
ing futures market. I am not an advocate of this position. The 
argument can also be advanced that the commission merchant per- 
forms a necessary and valuable function in that he creates competition 
and enables country shippers and farmers to obtain a better price for 
grain even after the payment of the commission than would otherwise 
prevail. Perhaps this argument is correct but whether it is or not 
the commission merchant in the Minneapolis area is a part of the pre- 
vailing trade channel. The CCC Charter Act provides that the 
Corporation in its purchasing and selling operations with respect to 
agricultural commodities and in the warehousing, transporting, proc- 
essing, or handling of agricultural commodities shall to the maximum 
extent practicable consistent with the fulfillment of the Corporation’s 
purpose and effectiveness and efficient conduct of its business utilize 
the usual and customary channels, facilities, and arrangements of the 
trade and commerce. 

I believe that a study of the legal history of the Commodity Credit 
Corporation will show that the commission men’s association of Minne- 
apolis testified in favor of the inclusion of such a provision in the 
CCC Charter Act. In view of the letter and spirit of this provision 
we have generally utilized the services of our commissionmen in this 
market in our spot sales of grain. It is my understanding that the 
previous administration told the commission men that they would 
have the chance to participate in the normal marketing of grain which 
originated in the country and was utilized in domestic channels but 
that where CCC acquired surplus production which was to be used 
for export that they would be bypassed, and the grain shipped to 
port without the utilization of their services. 

We have not necessarily attempted to follow the policy of the previ- 
ous administration in this respect. We think we have improved upon 
the policy by adopting the payment-in-kind program for most grains 
other than soybeans which permit normal, competitive forces to have 
a bigger part in determining which grain is moved for export and 
by whom. 

In any event, the sales of soybeans we are here concerned with are 
not sales for export but are for sales in the domestic market in which 
we believe under the previous administration’s policy, as well as this 
administration’s policy, commissions as prescribed for the Minneapolis 
exchange should be taken into account. The Minneapolis market is 
unique among grain markets in the country with respect to allowance 
of commisions on all sales of grain on the exchange and all sales of 
grain on track which is to be resold on the exchange or pursuant to 
the rules of the exchange. Rule No. 1413 of the Minneapolis Grain 
Exchange is the applicable rule in this respect. 
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The weight of the evidence we have received is that most com- 
mercial sales of soybeans in the Minneapolis area involve the allow- 
ance of commission. I believe we have a good case for deducting the 
amount of the regular commission from the prevailing terminal mar- 
ket price in determining the minimum amount for which we will sell 
soybeans. In no event ‘do we sell soybeans for less than 20 cents per 
bushel above the applicable country price support loan rate. 

I think we also have a good case with respect to the warehouse and 
loading out charge. In this respect it is similar to freight charges. 
If we are going to consider the terminal price we must recognize that 
grain in the country must have freight charges added to it before it is 
worth the terminal price. In the same way it must have the ware- 
houseman’s loading out charges added before it is in a position to 
be sold in a terminal market. It should be noted that if the Com- 
modity Credit Corporation ships soybeans into Minneapolis for sale 
it must pay both the warehouseman’s out charge and the sale com- 
mission. Jt seems equitable to make the same allowances to the coun- 
try wareliouseman who is to do the selling. 

1 appreciate this opportunity of explaining the policy considera- 
tions with respect to the matters in which this subcommittee has indi- 

cated an interest. If you have any questions 1 will be pleased to 
attempt to answer them. 

Mr. Scumivr. Mr. Palmby, you state concerning the CCC Charter 
Act that you believe that you are required to adopt this policy under 
the provisions of that act, is that correct ? 

Mr. Paumey. In our judgment it was in the best interest of CCC 
to do so, yes, sir. 

Mr. Scumipr. Then why didn’t you do it prior to November of 
1959 ¢ 

Mr. Patsy. Prior to November of 1959 soybeans had never been 
a very sizable commodity as regards Commodity Credit Corporation 
in the Minneapolis area. We had never owned many CCC bins. 

Let me say that this rule that we now have applying to soybeans has 
for a long time applied to other grains. Consequently we are treating 
soybeans as other grains. 

Mr. Scumipr. Wasn’t it true that the market pattern was different 
for soybeans than for other grains ¢ 

Mr. Patmpy. It was, and issomewhat different; yes, sir. 

Mr. Scumipr. You stated, your Department in Washington, in re- 
sponse to requests from the trade that this be made retroactive, you 
denied that request ? 

Mr. Patsy. Yes, sir. 

Mr. Scumipt. Well, if you were obligated to carry this out under 
the charter act, weren’t you obligated to make these retroactive pay- 
ments ¢ 

Mr. Patmsy. No, we don’t thinkso. I will tell you why. 

From the point on that we put this into effect, I think we can make 
a good case that we sold more beans faster, so that it did have an effect 
on how our inventory moved. 

If we would have made it retroactive, then I think it would be 
completely fallacious, because it had no effect on our sales prior to 
that time. 
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Mr. Script. But if you feel that the charter act required you to 
utilize this prior to 1959, and you hadn’t done it, then you were in 
violation of the provisions of the charter act prior to November 
1959, right? 

Mr. Patmpy. I expect that it could be said that we were, except 
I would like to say this, Mr. Schmidt: That there is great room for 
leeway, and we have discussed this so often with many committees in 
Congress. There is great room for leeway on judgment in carrying 
out this aspect of the charter act. 

Mr. Scumipr. Did your office ever reply to Mr. Cole’s teletype 
setting forth the nine points ? 

Mr. Patmpy. To my knowledge we did not. 

Mr. Scumipr. Did you consider the fact that he made the one state- 
ment there that the trade stated it was not expected, and that it would 
possibly be interpreted as for services not rendered ¢ 

Mr. Patmpy. We talked with other segments of the trade, and 
this is not the information we got. You have to keep in mind that 
we allow this load-out charge in all other commodity offices. 

Mr. Scumipr. You do not allow it in Evanston at the present time; 
isthat right ? 

Mr. Patmpy. Load-out charge; yes, sir, we do. 

Mr. Scumipr. Commissions, pardon me, sir. 

Mr. Patmpy. No, we do not. This is where I said in quite detail 
the Minneapolis market is entirely unique as compared with the 
Chicago market. As I understand it, the same rule was in the Chicago 
Board of Trade bylaws, and has since been deleted. 

Mr. Scumipr. Now did you check out the comment of Mr. Cole 
that the country warehousemen customarily recovered the loadout in 
the selling price prior to this rule being changed ? 

Mr. Patmpy. Well, he doesn’t recover it as I stated. If he were 
forced to move these soybeans in, the price reflected that day does 
reflect the loadout. 

Mr. Scumipr. But under the pattern as set forth in the Minneapolis 
office, most. of these sales were made out in the country warehouse 
instore ; isn’t that correct ? 

Mr. Patmpy. Yes, a big chunk of them were made out there. 

Mr. Scumipr. At that time he customarily recovered his loadout 
charge in the selling price; isn’t that right? 

Mr. Parmsy. Up to that date he did. You mean the warehouseman? 

Mr. Scumipr. Yes. 

Mr. Patmpy. No, we are talking about two things. This is an in- 
store sale, and he does not recover it. Are we talking of f.o.b. or 
in-store ? 

Mr. Scumipr. On his general sale after purchase in store from you, 
he recovered his load-out charge in his selling price, didn’t he ? 

Mr. Patmsy. Prior to that time he did. I would have to think 
that after the date he didn’t. 

Mr, Scumipr. You think then that the price of soybeans reflects 
this lowered cost ? 

Mr. Patmpy. Yes. 

Mr. Scumipr. You don’t think he recovers that in addition to the 
load-out allowance ? 

Mr. Patsy. No. 











296 INVESTIGATION OF GRAIN STORAGE OPERATIONS 


Mr. Scuminr. Have you checked it out to see what the difference 
in pattern of sales is? 

Mr. Patmpy. To me he would be driven—his price would be 
driven down overnight because of the force of competition. 

Mr. Scuampr. Mr. P almby, have you examined these forms from 
the Chicago office and the Evanston office where the form states 

“Does warehouseman request good portion of grain to be allowed 
him for blending.” 

Mr. Patmpy. No, sir, I have not examined it. I saw it just a few 
minutes ago, but I have not examined it. 

Mr. Scumipr. Are you aware whether that is in use in any other 
commodity offices ¢ 

Mr. Patmpy. I am not aware that it iss My random comment 
on it is, and this is ee random, and I would like to study this 
further, and if there are any more comments we will supply them 
for the record, bnt my hee comment on it is that it is limited in 
what grain could be commingled, and I have to hasten to add that 
we operate under a commingled contract. 

Mr. Scumipr. Why isn’t this done in Minneapolis, Kansas City, 
and Dallas? 

Mr. Patmpy. I can’t answer that. That is why I say I would like 
to reserve my opinion on it, to give you a further answer. 

Mr. Scuaupr. This is a policy matter, isn’t it, to be determined 
by Washington, or is each individual commodity office allowed to set 
its own rules? 

Mr. Patmpy. Mr, Schmidt, we make policy every day, and I still 
reserve the right to want to take this back, and I will give you a 
further answer on it. 

Senator Symineton. I would like to ask this. Have you ever seen 
the form before ? 

Mr. Patsy. No, sir; I have not seen it before. 

Senator Symineron. And who signed it ? 

Mr. Pautmpy. This is Harold Horton, of the Evanston office, Chi- | 
cago. He is chief of storage management division. 

Senator Symrncron. And to whom would he report ? 

Mr. Patsy. Joe Haspray, director of the Evanston office. 

Senator Symineron. ‘To whom would he report ¢ 

Mr. Paumey. Mr. Ballou or Mr. Mair, who is the Deputy Adminis: | 
trator. Mr. Ballou is the Assistant Deputy Administrator. 

Senator Symineron. To whom does Mr. Ballou report? 

Mr. Patmpy. To Mr. Mair. 

Senator Symineron. To whom does Mr. Mair report ? 

Mr. Patmpy. Tome. 

Senator Symineton. To you? 

Mr. Patmpy. Yes, sir. 

Senator Symineron. Thank you, sir. 

Mr. Scumipr. I have no further questions. 

Senator Symineton. I would like to ask just this question. You 
are taking about commissions. A man should get a commission if(he 
performs a service, but he shouldn’t get it if he does not; is that cor- 
rect ? 

Mr. Patmpy. That is correct. 


EE cm 


Cc 


sel 


bro 
on 
and 
the 
S 
you 
Cosi 
| 
aga 
cost 
5 
do j 
\ 
Ss 
neex 
N 
miss 
in t 
cise 
ceec 


Y 
— 





ence 
| be 
rom 
ates 
wed 
few 
ther 
nent 
this 
hem 
<d in 
that 
City, 

like 


ined 
o set 


still 
ou a 


seen 


Chi- 


1inis- 


You 
if/he 


t COFr- 


| 


INVESTIGATION OF GRAIN STORAGE OPERATIONS 297 


Senator Symineton. Are you satisfied despite the testimony of Mr. 
Cole that on this question of commissions and outcharges that the 
services were performed at all times that the money was paid 4 

Mr. Patmsy. I have to come to that conclusion, Senator. 

Senator Symrneton. Nobody is coaxing you to. 

Mr. Patmpy. The reason I have to come to the conclusion is this: 
I talked to the commission merchants in Minneapolis for many hours, 
as well as people affected by them. I am convinced they perform a 
real service or they would not be there. 

Senator Symineron. Mr. Cole, I think, testified that he did not 
feel that it was necessary to pay the commission. Why pay it if it 
isn’t necessary, if a service isn’t performed? You said he had been 
there 20 years, and he seemed to know what he was talking about. 

Mr. Patmpy. And I think he does. 

Senator Symineron. I thought so, too. 

Mr. Patmpy. The point is, Senator Symington, that the terminal 
price does reflect the commission charge, and it is the rule of the ex- 
change, and I read back into hearings on this very subject back in 1951 
when the I: anguage and the discussion was much the same as it is today. 

That is why I put in my statement what I did, that generally we 
are administering this and following the same policy that has been 
followed through the years 

Senator Syminerox. But you changed this in November 1959. 

Mr. Paumey. For reasons that I gave, yes. 

Senator Symineton. To start paying this when you hadn't done it 
before; is that correct ? 

Mr. Patsy. Yes, sir. 

Senator Symrneron. So you haven’t been following the policies ? 

Mr. Patmpy. We have on other grains, and as se as it was 
brought to our attention that we were not following the same policy 
on soybeans in the Minneapolis office as we were on other grains— 
and we think they made a good case for it—that we did then adopt 
the same policy on soybeans. 

Senator Symrneron. Let me ask you this question, then: Wouldn't 
you say again you have a problem of cost, that if you operate against 
cost this problem would automatically handle itself ? 

If the commission aspect was a cost, then you would set your price 
against it and outload. The same thing is true there. If it was a 
cost you could include it as a cost ; could you not ? 

In this case the man in the field is telling you that you don’t need to 
do it. 

Mr. Patmepy. That is what we did here, Senator. 

Senator Symineron. But the Minneapolis office says that you do 
need to doit. I don’t quite understand that. 

Mr. Scumipr. Mr. Chairman, I would like at this time to ask per- 
mission to put the General Accounting Office statement and report 
in the record, along with the teletypes and memorandums that were 
discussed with Mr. Cole and with Mr, Palmby as part of the pro- 
ceeding. 

Senator Symineton. Without objection. 
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(The General Accounting report appears at p. 465 of the appendix, 
The other material referred to follows:) 


MINNEAPOLIS, August 18, 1954. 
Marvin L. McLAInN, 
Director, Grain Division, Washington. 
PRESTON RICHARDS, 
Assistunt Administrator, Price Support (Information), 
Washington: 

Cargill, Ine., has filed application with this office for approval of their new 
terminal elevator at Port Cargill under the Uniform Grain Storage Agreement. 
If you will refer to their application of last year for the approval of this facility 
under the storage guarantee program you will note that the application was 
rejected at Washington because of the size of the bins. One bin has a capacity 
of almost 7 million bushels, another bin almost 3% million bushels. There are 
four bins and an interstice bin in one unit, and these five bins will hold approxi- 
mately 2 million bushels of grain. There are seven bins having a capacity of 
235,000 bushels each, and the balance of the house consists of smaller bins, none 
of which exceeds 35,000 bushels. They have applied for and expect to receive a 
license under the U.S. Warehouse Act. We are reluctant to approve all of the 
facility under the Uniform Grain Storage Agreement, particularly with regard 


9] 


to the two large bins of 7 million bushels and 3814 million bushels, respectively. 
We think that the balance of the house can safely be approved under the 
Uniform Grain Storage Agreement. Our objection to these large bins is in- 
volved in the nature of CCC operations and the length of storage as compared 
to other commercial users. We invariably find ourselves holders of the oldest 
warehouse receipts where the warehouseman reports that he cannot condition 
the grain and the grain must be moved because of the warehouseman’s inability 
to condition it. Most of our grain, of course, is in general storage and if the 
two bins referred to are approved under the Uniform Grain Storage Agree 
ment, the warehouseman Can place our grain in these large bins without our 
knowledge. The warehouseman in this office yesterday agreed to physical im- 
possibility of turning for conditioning grain in these large units with a full 
house but he felt he could notify us under the UGSA and request we load out. 
This situation would relieve the warehouseman of his responsibility to main- 
tain grain in condition and for which he is paid under the terms of the UGSA. 


JAMES A. CoLE, Director. 


WASHINGTON, August 25, 1954. 
JAMES A. COLE, 
Minneapolis: 

Reur TT August 12 concerning the terminal elevator at Port Cargill. The 
warehouseman should be approved or disapproved on tke basis of the entire 
capacity. We do not think it would be practicable to approve a part of the 
warchouse for loan grain since the intentions of the producer are not known 
until after the grain is deposited. The provisions of section XE621 (grain) 1, 
on limited availability were not intended for this type of case. The size of 
bins should not necessarily be the determining factor for approval or disap- 
proval. The factors which we believe should be considered are (1) temperature 
gage equipment, (2) warehouseman’s ability to remove any portion of the 
grain in the structure if necessary because of deterioration or threatened de- 
terioration, (8) whether the structure can be bulkheaded for turning, and (4) 
experience of the warehouseman. 

Marvin L. McLain. 
Director, Grain Division, Commodity Stabilization Service. 


WASHINGTON, September 1, 1954. 
JAMES A, COLF, 
Minneapolis, Minn.: 

Rephone Tripp approval Cargill Warehouse, Savage. Our teletype 25 intended 
as authority to approve if items listed complied with. Cargill informs us it 
has withdrawn request for Federal approval account commission item. You 
are instructed to approve the warehouse. 

A. F. Troyer, Acting Director. 
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MINNEAPOLIS, September 1, 1954. 
A. F.. TROYER, 
Acting Director, Grain, Washington, D.C.: 

Re your 21 MP September 1. Appreciate your wire regarding Cargill Ware- 
house C at Savage, however it does not cover the discussions and oral agree- 
ments we have had with Cargill and which they orally agreed to and as pointed 
out to Mr. Tripp as follows: 

1. Due to the very large and unconventional sizes of bins, Cargill and their 
enginers agreed with us to provide more discharge openings in the large bins 
so that they could efficiently turn and condition the grain. For instance, one 
of the bins holds 6,750,000 bushels. Another bin holds 3,500,000 bushels. Four 
other bins hold 450,000 bushels each and others range to somewhat smaller size 
for a total of the house of 14,250,000 bushels. They have agreed to arrange this 
house so as to be able to provide turning and conditioning facilities equal to 
those of other terminals in this market and further so that they could pull off 
any heating or out of condition portions of grain and condition it separately 
from the balance of the grain in the big bins. 

2. Cargill agreed to always keep sufficient open space so as to make room to 
efficiently turn our grain for conditioning. 

3. Since this large house is built in the Minnesota River bottoms where severe 
flood conditions occurred 2 years ago, we want your specific approval of this 
house from the standpoint of flood hazard. The best information we can obtain 
is that the highest flood stage from the Minnesota River in the history of this 
area was 1% feet below the bottom of Cargill bin space. Cargill had advised 
that they expect to build a 4-foot dike around the entire property as additional 
guard against floods. We believe this is important since some of our heaviest 
losses in this area have been due to flood. For instance, 2 years ago we had 
3 million bushels involved in a flood at Sioux City market which had never been 
flooded before. We have also had large flood losses at several country positions. 

We will appreciate your approval (1) if it is satisfactory to approve the house 
in view of the flood level comparison as given above, (2) if it is satisfactory to 
have an amendment to the uniform grain storage agreement with Cargill con- 
cerning the additional discharge openings in the big bins to provide for turning 
and conditioning; that Cargill will not require us under terms of the UGSA to 
load these large bins out merely because of their inability to turn and condi- 
tion; that Cargill will always keep sufficient space open or load out their own 
grain to make room in order to efficiently turn and condition CCC-owned grain. 

For your information the general storage situation is not nearly so tight in 
this area as formerly as under the various programs we have been able to move 
105 million bushels of our grain since May 1, 1954. 

We will appreciate your prompt instructions. 

Jas. A. Corr, Director. 


MINNEAPOLIS, November 23, 1959. 
ANDREW J. MATR, 
Deputy Administrator for Operations, 
Washington, D.C.: 


This is to confirm to you that the pricing policy outlined your teletype 14 MP 
November 16, 1959, has been put into immediate effect upon receipt phone 
instructions Mr. Ballou at 11:06 a.m., November 18, 1959. 

In view of the number of questions raised because of this change in our 
pricing policy we are itemizing below for your information the following: 

1. Commission on soybeans has never been allowed on instore sales except 
on the sale of less-than-carlot lots of soybeans (please see teletype 2 MP dated 
September 6, 1955, Frank R. McGregor). 

2. It is our understanding that Evanston does not allow commission on soy- 
beans. Now that we do so buyers will be able to purchase Minnesota stored 
soybeans 2 cents per bushel cheaper than Iowa stored soybeans. 

3. The allowance of loadout charges on instore sales of soybeans is a departure 
from established trade practice. Cost to the Government in this area alone 
based upon an estimate of 20 million bushels of soybeans and other grain sold 
in store in country elevators would be about $150,000 per year. Country ware- 
houseman customarily recovers loadout cost in his sales price. 
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4. Buyers are asking that the new pricing policy be retroactive. This would 
be very costly and also might require going back for the period that CCC has 
been in operation. We have advised trade new policy does not apply retro- 
actively. 

5. Other buyers and also a representative of the country elevator association 
expressed concern over the allowance of the loadout, and stated that such 
allowance was not expected and could not be justified (in other words, the 
allowance would be for service not performed ). 

6. If the trade should express themselves in the same manner to the investiga- 
tors and auditors presently in our office, it is possible this office would be subject 
to considerable criticism. 

7. Both Senate and House investigators inquiring as to justification of pay- 
ment of commission and loadout where not sure services always performed or 
earned. 

8S. Several cases have developed where processors have bid country elevators 
direct the full formula or higher or f.o.b. the country elevator but the commission 
merchants have advised these bidders, that country elevators are not desirous 
of selling. Later when we advised commission merchant the bid is legitimate 
and if elevators don’t buy CCC must sell, the commission merchant has then 
told the elevator to buy the soybeans. Processors state they do not necessarily 
buy beans through commission merchants. Competition forces them to buy 
where can do so at lowest cost. 

9. The above for your information as to reaction to the new pricing policy. 

JAs. A. CoLe, Director. 
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FORM EV-409 REPORT OF DETERIORATION OR THREATENED DETERIORATION USDA-CSS 
SEP 1958 EVANSTON C. 0. 





TO FOR OFFICE USE ONLY 
CHIEF, STORAGE MANAGEMENT DIVISION COPY TO ACTION INFO 





FROM (EXAMINER'S SIGNATURS 
/s/ HAROLD HEATON 
WAREHOUSE NAME AND LOCATION 





CODE KIND O* GRAIN — OF —— REMARKS 
8-0804 ON ae ot on) March rch 23, 195 
1. GENERAL RIPTION OF CONDITIONS FOUND a5 


DESC. 

HOW SAMPLES WERE DRAWN. INITLALS DATE 

The corn stored in Steel Tank No. 2 has ¢ J.R.D. 3/27/59 
considerable amount of damaged and wet corn 

on the top surface and to a depth of 1 foot. 


The corn stored in Steel Tank No. 3 is crusted over with moldy corn to a depth of 6 
inches in several places and wet corn to a depth of 1 foot in several places apparent- 
ly due to moisture mi 










T IS DEFINITELY OUT OF CONDITION 


2. QUANTITY OF ALL GRAIN 
AND SHOULD BE REMOVED { WAREHOUSE 850.00 Bu. 
(>) QUANTITY OF ALL GRAIN THAT IS IN DANGER OF GOING OUT OF 
CONDITION AND SHOULD BE REMOVED FROM WAREHOUSE none Bu. 
(c) QUANTITY OF ALL GRAIN THREATENING BUT COULD BE SAVED BY 
PROPER CONDITIONING none Bu. 


(4) QUANTITY OF ALL GRAIN IN GOOD CONDITION AND WARRANTING 
NO SPECIAL ATTENTION 








TOTAL 
3. DOES WAREHOUSEMAN REQUEST PORTION OF GOOD GRAIN BS ALLOWED HIM 
FOR “BLENDING Yes (xX no (1 

~ DOES WAREHOUSEMAN AGREE WITH YOU AS TO THE CONDITION OF 


THE GRAIN? IF ANSWER IS "ND 


Ta 2) DID YOU CALL WAREHOUS: 





HOW DOES HE DISAGREE? Yes {x} no {) 


(b) HAS HE COMPLIED WITH 





ATTENTION TO HIS RESPONSIBILI- THESE REQUIREMENTS? 
_ AS OUTLINED IN SECTION yes {x} vo U) 
) OF THE UGSA? yes (x) no U 


6. WHAT SONDEFTONING Fi PRACTICES HAVE BEEN EXERCISED BY WAREHOUSEMAN? 


BRZAKING AND STIRRING TOP SURFACE. 











7. HAVE YOU GIVEN HIM A FORM 70? YES X NO 9. DOES CCC OWN THE oe 
QUANTITY OWNED BY OLDEST w/R 
ccc 254,807.89 _Bu. EQUIVALENT TO THE 
(ob) QUANTITY UNDER QUANTITY OF DETERI- 
LOAN none Bu. ORATED GRAIN? 
(c) QUANTITY IN STORE IF ANSWER IS "NO", 
FOR OTHERS none Bu. EXPLAIN a 
(a) QUANTITY OWNED BY YES |X)  {NO, 
WAREHOUSE 6 963 -00 Bu. 
TOTAL 261,710.09 Bu. 
é EX TS RECOMMENDATION 
BIN NO. OR OTHER TOTAL AMOUNT ay AOUNT IN NON- TOTAL RECOMMEND- REMARKS 
IDENTIFICATION STORED STORABLE ED FOR DISPOSI- 
CONDITION TION 
(1) (2) (3) (4) (5) 
Steel Tank 26 ,000 425.00 1,000.00 ADDITIONAL BUSH- 
No. 2 ELS REQUESTED 
FOR BLENDING 
Steel Tank 26 ,000 425.00 1,000.00 PURPOSES. 
No. 3 TOTAL 2,000.00 


THE AMOUNT ENTERED IN ITEM (4) EX HE AMOUNT STATED IN ITEM 
REASONS UNDER "REMARKS," ITEM (9) 





Mr. Scumivr. I have nothing further. 

Senator Symrneron. The committee will recess subject to the call 
of the Chair. 

(Whereupon at 1:10 p.m., a recess was taken subject to the call of 
the Chair.) 
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INVESTIGATION OF GRAIN STORAGE OPERATIONS OF 
THE COMMODITY CREDIT CORPORATION 


TUESDAY, MAY 17, 1960 


U.S. SENATE, 
SPECIAL INVESTIGATING SUBCOMMITTEE 
OF THE COMMITTEE ON AGRICULTURE AND Forestry, 
Wash geo D.C. 

The special subcommittee met, pursuant to call, at 10:25 a.m., in 
room 457, Old Senate Office Building, Senator Hubert H. mee 
presiding. 

Present : Senator Humphrey 

Also present: Richard M. Schmidt, Jr., counsel, and George M. 
Kopecky, professional staff member. 

Senator Humpurey. Recalling to order the meeting of the Special 


Agriculture Investigating Subcommittee on May 17, 1960, at 10:25 


a.m., room 457, Old Senate Office Building. 

I WwW ish tos ay first to the witness a word of apology. 

Yesterday I was informed that there was a desire that I preside 
over this committee meeting. I had some other plans for this morn- 
ing, and they got in the way of my getting here at 10 o’clock. I hope 
you will forgive me. 

Senator Symington, the chairman of this subcommittee, is unable 
to be present today as he is in New York State attending the funeral 
of Mrs. Symington’s mother. Since today’s hearing has been set for 
several weeks, the chairman did not wish to inconvenience the wit- 
ness, and asked that I serve as chairman for this hearing. 

This subcommittee, by direction of the Senate Committee on Agri- 
culture and Forestry, has been investigating certain operations of the 
U.S. Department of Agriculture and, particularly the Commodity 
Credit Corporation. 

One of the activities of the Commodity Credit Corporation is to ad- 
minister the Government’s grain storage program. The proper ad- 
ministration of this program is vital not only to the farmers of this 
country, but also to all citizens, whether directly engaged in farming 
or not. 

On March 28, 1960, the chairman of this subcommittee issued in- 
vitations to the National Federation of Grain Cooperatives, to the 
— & Feed Dealers National Association, and the National Grain 

rade Council to appear before this subcommittee to present their 
views on the Government grain storage program. 

On April 28, 1960, a representative of the National Federation of 
sy Cooperatives and the country elevator committee of the Kansas 

City Board of Trade appeared. 
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Today is the date accepted by the Grain & Feed Dealers National 
Association for their appearance. Representing this group is Mr. 
L. A. Laybourn, of Salina, Kans. 

Mr. Laybourn, we welcome you today, and I am going to ask you 
stand and be sworn in as a witness. 

If you will raise your right hand. 

Do you solemnly swear that the testimony that you are about to give 
before this subcommittee of the Committee on Agriculture and For- 
estry of the Senate of the United States will be the truth, the whole 
truth, and nothing but the truth, so help you God? 

Mr. Laysourn. I do. 

Senator Humpurey. I have just been informed that the Subcom- 
mittee on Agricultural Appropriations of the Senate is meeting to- 
day. Some of my colleagues who had hoped to be here, and who 
might well have assured some of you that they would be here, are 
present at that subcommittee markup meeting. This is a very im- 
portant bit of work around the Senate. Members of the Appropria- 
tions Committee have to be at the meeting when the bill comes up for 
final consideration. I just want to make this note of explanation. 


TESTIMONY OF L. A. LAYBOURN, SALINA, KANS., ON BEHALF OF 
THE GRAIN & FEED DEALERS NATIONAL ASSOCIATION; ACCOM- 
PANIED BY ALVIN E. OLIVER, EXECUTIVE VICE PRESIDENT, 
GRAIN & FEED DEALERS NATIONAL ASSOCIATION 


Senator Humpurey. Mr. Laybourn, why do you not go right ahead 
with your testimony? May I suggest that if there is any part that 
you wish incorporated in the record without the reading thereof, you 
are at liberty to ask to have it printed as if read. 

Mr. Laysurn. Thank you. 

Senator Humrurey. May I ask one other question? Would you 
care to be interrupted during your presentation, or would you prefer 
to have your whole statement read and then be questioned ? 

Mr. Laysourn. Mr. Chairman, I think if it is agreeable to the 
chairman, perhaps it would be better if I could continue with my 
statement and then proceed with the answering of questions? 

Senator Humpurey. Yes, sir. 

Mr. Layzsourn. However, if it appears that at a certain time that 
something should be interjec ted, by all means interrupt me. 

Senator Humpurey. We shall follow your wishes on this matter. 

Go right ahead. 

Mr. Laysourn. Thank you, Senator. 

Mr. Chairman, I have at my right, here, Mr. Alvin Oliver, who is 
the executive vice president of the Grain & Feed Dealers National As- 
sociation. I would like to have him sit here, because I have a number 
of exhibits and documents which may be burdensome for me to try to 
get them all in the proper sequence. 

Senator Humpnrey. Yes; he is surely entitled to that, and you are, 
indeed, to have counsel before the committee at any time. 

What is the name again ? 

Mr. Laysourn. Oliver. 

Senator Humpnrey. However, if Mr. Oliver is going to testify at 
any time, he must do so under oath. 
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Mr. Layrourn. That is understood. 

Senator Humpurey. Goahead. You may be seated and make your- 
self comfortable. 

Mr. Laysourn. My name is L. A. Laybourn. I am a partner in 
the firm of Simpson, Laybourn, Miller & Stark Grain Co. at Salina, 
Kans. I’ve been directly e1 ngaged in the grain business since 1923. 

By the authority of its executive committee, I represent here today 
the Grain & Feed Dealers National Association which was founded 
in 1896 and has 1,200 direct members. 1am a member of its country 
elevator committee. It also has 54 affiliated State and regional grain 
and feed associations having a total membership of about 15,000. 
Today I represent the entire membership consisting of large, medium, 
and small warehouse operators, and the grain-trading firms serving 
them. Practically the entire membe rship of the national association 
and its affiliates falls within the classification of smal] businessmen. 

I would like to interrupt my prepared statement here for a moment 
and just say, Mr. Chairman, that there are quite a few representatives 
of these affiliates who are here this morning through their officers, and 
some of their committee members. With your permission, I would like 
to introduce them. Is that agreeable, sir? 

Senator Humpnrey. Yes. Would you introduce them by full name 
and the affiliation by business name ¢ 

Mr. Laynourn. I shall do that. 

First, I would like to introduce Mr. Charles Force, president of 
the Grain & Feed Dealers National Association, who is associated 
with Little Bros., at Kalamazoo, Mich. 

Second, I would like to introduce some of my colleagues from Kan- 

sas: Mr. E. D. Romain, president of the Kansas Grain *& Feed Dealers 
Association, and Mr. Henry Lueck, member of the Kansas Grain 
Advisory Commission, Lueck Grain Co., Netawka, Kans. 

Next, the people from the Rocky Mountain empire- 

Senator Humpurey. May I interrupt just to say that Senator 
Schoeppel wanted very much to be here, and he finds himself in the 
same predicament this morning that I did. He had to look after a 
matter that he has been waiting for 2 years to come up in the Senate, 
and he had to be there. It never F fails, you know. 

Mr. Laysourn. Yes, sir; we are trying to get some air transporta- 
tion out in our country. 

Senator Humpurey. I wanted to make that statement for him. 

Mr. Laysourn. Thank you, sir. 

Next, I introduce Mr. Del Ellis, vice president, Colorado Grain, 
Milling & Feed Dealers Association, of Denver, Colo., and Mr. Her- 
schel C. Harrison, Country Elevator C ommittee, Colorado Grain, Mill- 
ing & Feed Dealers Association, Arriba, Colo. 

From Nebraska, Mr. Howard Elm, secretary of the Nebraska Grain 
& Feed Dealers Association, Lincoln, Nebr., and Mr. Ray Cogil, presi- 
dent of the Nebraska Grain & Feed Dealers Association, Ogallala, 
Nebr. 

Gene Byer, president, Indiana Grain & Feed Dealers Association, 
manager, Farmers Grain & Feed Co., Columbia City, Ind. 

From Illinois, Ed Herron, secretary, Illinois Grain Dealers Asso- 
ciation, Gilman, Ill.; Homer Sturm, president of the Illinois Grain 
Dealers Association. 
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From North Dakota, Art Pershke, president of the Farmers Grain 
Dealers Association of North D: ikota, and Lloyd C. Hanson, executive 
secretary, Farmers Grain Dealers Association of North Dakota, Fargo. 

B. C. Swanson, vice president, Western Grain & Feed Association 
of Iowa, chairman, grain division, New Sharon, Lowa; Robert L. 
Skinner, executive secretary, Western Grain & Feed Association of 
lowa, Des Moines, Iowa. 

From California, Thomas Mezger, vice president, California Ware- 
housemen’s Association, chairman, rural division, California Ware- 
housemen’s Association, California farmer; Everett Salyer, Salyer 
Land & Farming Co., Corcoran, Calif.; Harold Hansen, Lawrence 
Warehouse Co., San Francisco, Calif.; Kenneth Brown, Woodland 
Warehouses, CBC Warehouses, Woodland, Calif. 

From Washington, Merrill D. Sather, executive secretary, Pacific 
Northwest Grain Dealers Association, Spokane. 

From Minnesota, Peter Stalleop, secretary, Northwest Country Ele- 

vator Association, Minneapolis, Minn., and George Riebe, president 
of Riebe & Riebe Grain Co., Minneapolis, Minn. 

Is there anyone that I have overlooked ¢ 

Mr. Hetiteaum. There are two here from Wyoming, Harold Hell- 
baum, of Chugwater, Wyo., and Russell Zimmer, of Tarrington, Wyo. 

Mr. Laysourn. I have missed Ohio. From Ohio, George Green- 
leaf, executive secretary, Ohio Grain & Feed Dealers Association, 
Worthington, Ohio, and Evans M. Harrell, chairman, Grain Commit- 
tee, Ohio Grain & Feed Dealers Association, Cineinnati, Ohio. 

Also, George Moorehead, president, Ohio Grain & Feed Dealers As- 
sociation, the Moorehead Elevator Co., Leipsic, Ohio. 

Senator Humrurery. Mr. Laybourn, if any of the gentlemen you 
have introduced would like to enter into the record a statement on 
their own behalf or for their companies or associations, that is per- 
missible, and it will be received by the subcommittee following your 
testimony this morning. We shall hold the record open to receive 
statements from those persons you have presented here as part of your 
general program presentation. 

Mr. Laysourn. Thank you, sir. 

I would like to say first, Mr. Chairman, that the statement I am 
going to make here today is not for Al Laybourn, as I am commonly 
called, but I am going to try to reflect as best I can what is in the 
minds of the people. If it gets a bit rough in places, it is because our 
members are thinking it and talking that way. 

I feel it is my obligation to reflect this to the committee. Viewing 
the Yates amendment that passed the House last week to which I shall 
refer in my statement, our people see the Congress now right in the 
midst of taking a giant step toward the nationalization of the entire 
grain warehousing industry. We think the farm surplus fiasco has 
grown so bad in the eyes of the public that it has everybody in Gov- 
ernment running for cover, and that our industry has been made a 
Scapegoat. 

We hope that the Senate will not go along with the House in order- 
ing the Commodity Credit Cor poration to use Government-owned 
warehouses, because having experienced the results of one arbitrary 
action already made against our trade from the executive branch, we 
would foresee a similar zeal on the part of that same organization, 
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the Commodity Credit Corporation, in carrying out such an order 
from Congress. In so doing, they could break many country elevators, 
including farm corporatives, and in the Plains States, you can imag- 
ine the eifect that this will have on the thousands of farm communi- 
ties where the country elevator is the principal local taxpayer. 

There are three general areas I would like to cover in my testimony, 
in an effort to put into better perspective for the Congress and for the 
American people this whole matter of surplus grain handling and 
storage. 

First is an understanding of precisely what the Government is buy- 
ing through its grain storage contracts. 

Second is an examination of the arbitr: ary and unjustified treatment 
we feel the industry has had, at the hands of Government. 

Third is the political predicament of the grain industry. 

Under the first I will demonstrate that what the Government buys 
are services; protection from risk; a delivery obligation undertaken 
by the warehouseman regardless of the size, kind, or efficiency of his 
equipment; and an integrity of warehouse receipts which constitutes 
the American taxpayer’s chief safeguard in this whole affair. 

Under the second area, I will raise the question as to whether the 
Government had in fact made up its mind about storage rates quite 
some time before the matter was discussed in so-called negotiations. 
Also I will challenge vigorously the validity of cost data used by the 
Government to justify its actions. 

Under the third area 1 expect to show— 

how firmly captured and bound to the Commodity Credit Cor- 
poration the grain warehouseman has become, through none of 
his own choosing; 

the long history of “gun-in-the-back” demands by Government 
that more storage be built or else the CCC would build its own; 

the tremendous uncertainty at any given moment as to the fu- 
ture of grain storage needs under the Government's controversial 
and so-called temporary commodity programs; 

the panicky turnabout within Government against the whole 
framework of our private enterprise competitive grain marketing 
system, now that the industry has responded with enough storage 
space to put the Government in position to dictate rather than 
plead. 

This turnabout is best illustrated by the action taken by the House 
of Representatives last Wednesday, putting the following directive 
into the appropriations bill for the Department of Agriculture: 

Provided further, That none of the funds herein appropriated shall be used to 
formulate or administer any program which does not provide for maximum use 
of Government-owned facilities for storing surplus commodities, consistent with 
the economical operation of the Corporation, 

We ask, where does this process end? What is “maximum use of 
Government-owned facilities”? Who is going to decide how many fa- 
cilities the Government will own? Is this action by the lower House 
based on the assumption that the Government can do business cheaper 
and better than its citizens? If so, this is an assumption that should 
be laid clearly before the American people. 

At the start of this program years ago, when the Government began 
the long series of decisions which have led to today’s surplus head- 
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aches, there was functioning smoothly and economically in the service 
of the American public a marvelously eflicient grain marketing system. 
It had a tradition of keen competition resulting in extremely low-cost 
marketing, and it had developed the high level of integrity to which I 
already referred in connection with warehouse receipts. 

The Government’s grain programs were built on this foundation of 
using the existing elements of the trade and on the integrity of ware- 
house ree eipts. Thus the Government was not required to build an 
entire new grain handling and storage system. The loan programs for 
farmers would have been infinitely more difficult to administer had 
it not been for this fact. 

Gradually the substitution of State direction for the functions of 
competition in the marketing process has grown along with the size 
of the grain surplus. This has been in spite of valiant and significant 
efforts within the Government itself to move back, from time to time, 
toward freer trade, as for example the payment-in- kind export plan. 
But now we have a $1414 billion Government Corporation whose ac- 
tivities dominate the market. Annually, for example, we reach a point 
late in each crop year where virtu: ally all the wheat is under its con- 
trol, with barely enough free grain in the pipeline to provide running 
time for processors. The assumption has never been abandoned in 
any public policy stated by the Congress or by the executive branch, 
that eventually we would return to competitive grain marketing. 

This posture now is changing as various Government agencies try 
to defend against criticism from other agencies. The Government's 
present status as the dominant merch: undiser and marketer of the Na- 
tion’s grains now tends to harden and solidify, making its position be- 
come absolutely permanent. Consumers and producers lose the benefits 
of competition in the marketplace and taxpayers have a very diflicult 
time indeed finding out exactly what Government market influence 
really costs. 

I would like to make a little insert here, if it is appropriate. You 
know, it is not just the cost of freight incurred in moving the stuff 
around annually ; it is not just the cost of interest absorbed on non- 
recourse loans taken over, nor interest on the money invested in annual 
inventory; it is not just the cost of storage on the various storable 
commodities which is paid. There is the overhead burden of the De- 
partment of Agriculture, the time and expense of congressional hear- 
ings and investigating committees, subsidies employed in getting rid of 
the stuff abroad, storage of strategic materials received in return under 
barter deals, prices influenced by supports reflected in prices paid by 
consumers—all these items are part of the cost, and there are things 
we do not know anything about. 

Now, exactly what does the United States of America buy with its 
taxpayers’ money when it enters into grain storage contracts with 
warehousemen ¢ 

Well, for one thing, in addition to custodial care and space, it buys 
insurance. Insurance against loss to vast quantities of highly volatile 
perishable grains. Compare the Uniform Grain Storage Agreement 
of 1940—2 pages—with the one of today. I believe it’s 13 pages. The 
current agreement of 1956 has 13 pages of very fine print. But per- 
haps this is not a very fair comparison, as the print is even finer on 
the two-page document. 
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Much of this added wording defines additional obligations and serv- 
ices on the part of the warehouseman with respect to the quality factors 
he is required to preserve in the Government’s grain, or with respect 
to certain special services and risks he is to undertake in behalf of the 
Government. 

I cannot understand the logic of the Government’s newest position 
in which it is willing to pay a higher rate for storing the taxpayer’s 
grain on a farm, where the Government does not require insurance, 
than it is willing to pay for storage in a commercial warehouse where 
insurance is provided. 

What is more, the 14-cent per bushel for storage for the year on the 
farm is a guaranteed item, paid by the Government, even if it orders 
the grain delivered ahead of time. W hy wouldn’t a similar guarantee 
make even more sense in a licensed public storage wi arehouse where 
so many additional items of protection and service are provided for 
less money ¢ 

As your committee will find if it examines the difference between 
what the Government buys for its storage dollar under this contract 
and what the private citizen buys when he is a depositor in the same 
warehouse, the Uniform Grain Storage Agreement provides many 
preferences and extras for the Government. 

Not only does the Government enjoy the — privilege of a ware- 
house receipt as good as a cashier’s check or a Treasury note, and 
protection from risk, and a prompt delivery obligution—but i in addi- 
tion it enjoys a long list of other valuable services spelled out in the 
agreement. 

So the Government buys many things with its grain storage dol- 
lars—space and custodial care in public elevators, to be sure, but far 
more significant, the element of risk is assumed by the warehouseman. 

Now, leading up to my statement of why we judge what the Gov- 
ernment has recently done as arbitrary and unjustified, let me point 
out how the public grain warehouse industry evolved. 

As much as a century ago there was public pressure in grain areas 
for State regulation of warehousing. It was then that the integrity 
we now accept in warehouse receipts, started to be built. 

During all the long decades before the Government came along 
with its special problems, the industry developed under competitive 
conditions into a pattern that reflects this public interest. 

A universal requirement the public has imposed, in order to insure 
absolute integrity of the warehouseman’s independent custodianship of 
the property of others is that the warehouseman deal with all comers 
alike, without discrimination. 

This has no reference to the type of facility, whether it is modern 
or old fashioned; it does not ask whether it is high-cost or low-cost. 
It says that if a man wants to operate a public grain warehouse he 
shall offer a service without discriminatoin. 

Rates to be charged also came under public supervision. I believe 
Minnesota’s warehouse law was enacted, including the prescribing of 
rates, in the 1880’s. I saw something the other day indicating that 
there was a case in Illinois where someone had contested the author ity 
of warehouse receipts, which was in 1876. In some cases, States fix 

rates by statute, in other through commissions, and in others they 
supervise rates through requiring filing or publication of tariffs. 
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The pattern by which rates developed has been in terms of a fraction 
of a cent per bushel per day. 

I made a list of a few of these States. Kansas has a twentieth of 
a cent—these are public warehouse rates. Nebraska has a twentieth 
of a cent; South Dakota a twentieth; Minnesota a twentieth; Wiscon- 
sin a twentieth. Missouri is a cent and a half a month which works 
out to one-twentieth of a cent a day; Iowa has one-twentieth of a cent 
a day; Illinois one and a half cents a month—that is one-twentieth of 
acent a day. Our new Uniform Grain Storage Agreement is thirty- 
seven one thousandths of a cent per bushel per day. 

State legislatures which have built up this pattern have been farmer- 
influenced legislatures, and their agricultural committees are usually 
the one which handles the subject. 

We have daily rates in warehouses because that is the way farm- 
ers have done their business with us, and have directed us by law to 
operate. There is no assurance of occupancy in the usual warehouse 
contract. 

How we got into the semantics of “annual rates” I will never under- 
stand. The only basis on which an annual storage rate has any real 
meaning is in a situation where warehouse space is leased irrevocably 
for an annual period. 

In normal public warehousing, and also in warehousing for the 
Government, an annual rate has no meaning, because the space and 
the services are provided on a day-to-day basis with no guarantee that 
a bin filled with grain today will not stand empty tomorrow. The 
depositor is always in absolute control of the storage time. 

The Government has persuaded everybody to think and talk about 
“annual rates” as though they were a ‘certainty, as though 365 days 
of storage time were agreed upon in advance. But this is not the case. 

As long as the Government desires to retain and exercise its present 
power to move, store, and transfer grain stocks at will, aeending on 
decisions made in Washington and implemented through its regional 
commodity directors, the only reasonable way to look at these storage 
rates is on the same day-to-day basis as is done with other depositors. 

The first thing the grain farmer has been most interested in, through 
the 80 years or so of history covering public ratemaking, is that the 
risk be covered and that the warehouse receipt have integrity. 

What has happened in the last 5 months is this, as we see it: First 
the Government has come under great public pressure because of the 
galloping cost increase of a program for a mounting surplus of grains 
that nobody knows how to Pupias of and grains that are not needed. 
These stocks compete with everything the farmer is trying to raise 
and sell currently. 

Second, the Government found a scapegoat. Surplus grains cost 
a lot of dollars to store, because there are a lot of bushels of surplus 
grain. Ergo: Slash the rate. 

Third, the decision to cut the storage rate an arbitrary amount great 
enough to take the heat off, was reached by Government long before 
the so-called negotiations had been completed, and where did the Gov- 
ernment get its ‘formula that a cut of about one-fifth was about right ? 
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I would like to quote here from the Whitten report under date of 
March 8 


Mr. WHITTEN. To me, it is rather serious that we have reduced price supports 
to the farmers substantially—about 20 percent, I believe—and at the same time, 
storage payments and carrying charges and everything else for the nonfarmers 
have been increased. 

Here is an example of why we have come to this conclusion. On 
March 8 of this year the following interchange took place before the 
Whitten committee in the House: 

Mr. WHITTEN. * * * It is my opinion that this committee should do what it 
can to pull storage rates down in line with what the value of the commodity 
is that is being stored, and what the value is to the farmer. 

Mr. McLain (Assistant Secretary of Agriculture). You might ask whether 
the current people in charge aren’t interested in doing that themselves. 

I think we would tell you we were, and if you would wait until the negotiations 
are over, you will see we have done just that. 

That conversation, Mr. Chairman, took place 8 days before the 
Government first handed its rate proposals—without prior discussion 
of rates—to the trade’s negotiators, and to the public in the form of 





a press release at the same time. 
Mr. C beet does not this give your committee a pretty clear ide: 
of the situation our industry faces?’ The CCC exercises the type of 


monopoly control over the saree of farm products that in any 
other context would arouse the full-scale opposition of the Justice De- 
partment and the Federal Trade Commission. ‘The CCC has com- 
plete power to do just about whatever it chooses in this situation. 

Of course, you must realize that the Uniform Grain Storage Agree- 
ment is never “negotiated” in the truest sense. It is talked over with 
volunteer committees from the industry, but when the Government 
finally decides what it is going to write into the agreement, the revised 
agreement is sent out and offered individually to each of some 11,000 
firms. 

What is any one of these warehouse firms going to do? Each is 
competing for the business of its farmer customers. Each is asked by 
its customers to provide the means whereby they can take advantage 
of the loan and price-support programs. How long would any eleva- 
tor last in any farm community if it refused to sign and provide this 
service ? 

Thus it was entirely possible for an early decision to be reached by 
Government as to what would be done with rates. Nearly a thousand 
warehousemen came into Kansas City on March 30-31, from all parts 
of the Nation, in the innocent belief that their testimony might sub- 
stantially affect the outcome. The meeting was assured by Govern- 
ment, people that the Government had an open mind. However, no 
member of the seven-man Board of Directors of the CCC was there 
present, and it seems quite clear to us now that the die had been cast 
before that time. 

Here, Mr. Chairman, is a copy of the record of that Kansas City 
meeting and if you would like to have it, and I would like to have you 
have it, because there is some very important testimony in there, we 
shall leave it for your record. 

Senator Humpnrey. Mr, Laybourn, I believe the committee has been 
provided with one, and you will want that for your own personal 
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study. But we note in the record your reference to it and the com- 
mittee members and the committee counsel will look it over very 
carefully. 

(The document referred to may be found in the files of the sub- 
committee. ) 

Mr. Layzourn. The Government bases most of its justification for 
its arbitrary action on a cost study it conducted on a sampling basis. 
I submit herewith exhibit A, an analysis for us by Peat, Marwick, 
Mitchell & Co., certified public accountants, ie ohana in Minn. ma 
which casts very serious doubts on the validity of the Government's 
findings. This report is a part of the record of the Kansas City 
meeting. 

The Peat, Marwick, Mitchell & Co. analysis criticizes the meth- 
odology noe Frac in taking the data for the cost study. Three im- 
portant cost items are found to be in error. The first—the allowance 
for labor in the cost study was inadequate. 

And if it please the committee, I would like to have you turn to the 
appendix. I shall go through as fast as I can some of the charts 
which support the findings of the Peat, Marwick, Mitchell & Co. 

(The documents referred to will be found in the appendix starting 
at p. 511.) 

Mr. Laynourn. The first is that the allowance for labor in the cost 
study was inadequate. The Government had assumed—— 

Senator Humpnrey. What page is that ? 

Mr. Laysourn. The first page in the appendix, sir. 

Now, obviously, to anyone who has had any experience in operating 
storage facilities, $1,309 is not adequate to cover just costs of labor 
that are applied to storage at a facility of 187,000 bushel capacity. 
I use that 187,000 bushel capacity because that was the average ca- 
pacity for the country, based on the USDA study. So the Grain & 
Feed Dealers National Association Country Elevator Committee, in 
making its analysis of what we thought the cost should be, we worked 
out the use of two employees working 50 hours a week, because in the 
country you work 6 days, anyway. So 50 hours is a fair basis to use. 
That cost would have come to $5,720 versus $1,309. 

After some consideration we figured that an elevator like that could 
probably get by for $3,179 if they used their labor to the maximum 
advantage and that only comes to $61.14 a week. 

Then the second item here that was challenged was the use of rapid 
depreciation in the cost study. There were 69 percent of the returns 
in that USDA class study, which showed normal depreciation ; 31 per- 
cent of the returns showed rapid depreciation. The Government 
statistics took out 134; cents per bushel as an adjustment to the total 
cost factor because, for some reason or other, they did not feel that 
depreciation was the proper thing to have in there. 

Well, actually, we all know the record of Congress on this thing, 
The Senate committee on December 3, 1953, in its report, stated as 
follows: 

The liberalized declining balance method included in the bill concentrates 
deductions in the early years of service and results in the timing of allowances 
more in accord with the actual pattern of loss of economic usefulness. With the 
rate limited to twice the corresponding straight line rate as based on a realistic 


estimate of useful life, the proposed system conforms to sound accounting 
principles. 
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I think that that statement in there of sound accounting principles 
has been challenged by the USDA in making this, and it looks to us 
like it was an attempt to negate the intent of Congress. So we put 
1#y back in to cover rapid depreciation, which had been eliminated. 

Now, the third item is that no weighting was gven to inflationary 
cost increases. I would like to have you turn to the next chart, No. 2, 
which shows the change in the purchasing power of the dollar. I 
got this information from the Federal Reserve Bank in Kansas City. 
It applies to wholesale commodities. 

Comparing 1955 with 1960, there is a loss of 7 percent since that 
time. That is pretty important when you apply it to wholesale com- 
modities. 

Then, the next chart, No. 3, is taken from Engineering News, a Mc- 
Graw-Hill publication. It is used on 1913 as 100, and it is the engi- 
neering construction cost index. From 1955 to 1959, it went up 21 
percent. I checked it down to February. It had gone up another 
2 percent. So we thought we were being pretty reasonable in putting 
in just 1 cent a bushel more to cover increases in cost between 1958, the 
data having been taken by the USDA on that basis. 

Since it was projecting a cost and setting a rate which would be ef- 
fective in 1960 and 1961, it appeared to us that there had been some 
oversight on their part. 

So we come to chart No. 4. We take the median cost, the middle 
of the range, by the USDA cost study, with all the adjustments that 
they made, which shows 8.7 cents per bushel and we restore 4449 cents 
per bushel and come up with what we think would be an average 
direct operational cost for an elevator of 187,000 bushels. That does 
not mean that you will not find some real good operators that will 
have costs that will be less than that, and you will have some oper- 
ators that will have costs that will be higher, but we hung our hats 
on this 13.1 in making our contention that this would be proper. 

Now, then, I would like to have you turn to chart No. 5. Actually, 
we felt that there were a number of reasons, good sound reasons, 
that we could use in advancing our ideas as to what should be a 
proper basis for a reasonable profit in the industry. So we took the 
weighting of all of the manufacturing industries in the country— 
I think I am quite right. That is quoted in the Peat, Marwick, 
Mitchell report, but it is substantially all of the manufacturing in- 
dustry in the country. We took all of the banks that were under the 
Federal Deposit Insurance protection, and we took utility cases that 
had been decided in late 1958 and early 1959 on the basis of fair 
market value for the utility facilities. We worked those earnings out 
and applied them in the first instances, manufacturing and the banks, 
at 40 cents a bushel, being what we considered the historical, the 
value of all of the grain elevators’ facilities in the country, weighted 
for the different kinds and with depreciation applied. 

In the case of utilities, we used the weighted average cost of re- 
placement of 50 cents a bushel which, for a ood many areas, would be 
too low. In the Northwest, for ex: imple, it would be too low. But for 
the country over, in all types of facilities, we used 50 cents. I think 
it is quite conservative. 

So we come up, that if the costs are 13.1 as we have shown, and if 
we are to have earnings which are comparable to other industries in 
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the country, we would have to get, in addition to the 13.1, 71% cents 
per bushel] more to be equal to manufacturing; 5% more to be equal 
to banking. 

1 might add that lots of people think of grain warehousing in the 
same light as banking in that people put their money in the bank and 
they can go and get it, where they put their grain in the warehouse, get 
a warehouse receipt and can take it back and get the grain back. ‘So 
they think of banking and warehousing as being quite similar in re- 
sponsibilities. 

Then the utilities were the lowest in the group, only 5.1 but this 
chart shows that if your industry, on the average, and I am taking 
only the median of the range, was to receive earnings based on those 
that are comparable to industries with similar risks, we would have 
to have a rate of 19.2 cents per bushel annually, and mind you now, 
there is no weighting in here for risks at all. This is just earnings. 

We have the same situation in chart No. 6, and I am skipping some 
of the text of my prepared statement here. But I go on to this: We 
used the same technique in this that we did in the previous chart No. 
4, in which we took the median as shown by the USDA cost study. 
We built it up for what we thought was the proper amount of labor, 
the proper amount for depreci lation, the proper amount for increase d 
costs, and for shrink, and then we used the return on investment. We 

came up with 7.3, as compared to a figure which the Government 
finally announced as 534 on wheat and several other grains, 5 cents 
on corn. 

Now, Mr. Chairman, I would like to refer to some other material 
in ti ible form that is still in this appendix, marked “Exhibit B, charts 
7, and 8,” which I believe further confirm the fact and support the 
Peat, Marwick, Mitchell report that the Government findings are 
open to question. 

On chart No. 7 you will find calculated storage returns to Ohio 
country warehousemen based on costs on 68.5 percent occupancy, using 
data of 27 country elevators. 

Now, right off the bat, I have to admit that the Government study 
was based on 77.3 percent occupancy but I want to point out, too, 
that the Government came out with an average of 8.7 and even with 
9, approximately 9 percent lower occupancy on these Ohio elevators, 
only that small amount, they come out with 1214 cents. You could 
weight that down 10 percent and you would still have a cost of over 
1114, cents a bushel. 

On handling, the Government came out in their study with 414 
for the median figures, and the Ohio study — s total calculated 
handling costs—direct operational costs—of 91499. That is quite 
a difference. I know this: That Ohio cannot andi and there are 
lots of other parts of the country, I think—up in your Northwest— 
South Dakota, Minnesota, Lowa, Wisconsin—all these States that have 
these smaller houses and some not so small, are going to have a great 
deal of difficulty living under the proposed figures. 

Now, if you had t: alked to Dr. Sh: arp as I have, I know you would 
believe, as I do, that the work which he has done was extremely 
thorough. He is associate professor in the Department of Agricul- 
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tural Economics and Rural Sociology at the Ohio State University. 
He said to me, a week ago today : 

The U.S. Department of Agriculture cost study does not represent adequate 
methodology in taking the data. The examiners were instructed to obtain from 
operators their estimates of labor allocation and other expense. 

It has been my experience over a 3-year period covering a research project 
at Ohio Agricultural Experiment Station, entitled “An Analysis of Marketing 
Costs and Service Charges for Elevators in Ohio” (charts VII and VIII), that 
to determine the costs of providing the various services offered by country 
elevators and in order to utilize such developed cost figures to assist in arriving 
at sound operational and investment decisions that would result in efficient, re- 
liable and low-cost services to the farmer, a detailed microstudy and analysis of 
costs is necessary. 

It is found that a warehouse manager’s judgment on cost distribution is not 
dependably accurate unless it can be supported by carefully kept daily, weekly, 
and monthly records of labor transfers, together with allocation of other cost 
factors such as use of machinery and equipment for each of the various services 
performed. 

I, therefore, believe that the information so hurriedly developed for the U.S. 
Department of Agriculture survey cannot be considered dependably accurate. 

Thus it would appear based on the judgment of two such specialists 
as Mr. Harold Salstead of Peat, Marwick, Mitchell, and Dr. John 
Sharp of Ohio University, that the U.S. Department of Agriculture 
cost survey methodology was inadequately planned. 

Dr. Sharp is a member of the North Carolina Grain Marketing 
Technical Committee composed of representatives from the various 
land-grant colleges of the area. Dr. Sharp told me last Tuesday that 
the USDA presented its cost study plan to the committee in session in 
the summer of 1959 and that members of the committee pointed out 
flaws in the planning and methods of the proposed survey at that time, 
indicating that the study might produce unreliable figures on cost. 

One very significant weakness, in all the work the Government has 
done in its study of costs, is that these cover only 1 year—a year of 
particularly high use of all available storage space because it was the 
year of the lar gest wheat crop in our history. 

One fact which is often overlooked is that the balance sheet of the 
warehouseman lists only those assets and liabilities which have been 
recognized on the books and records. It should be borne in mind that 
in the grain warehousing business any statutory, contractual, or com- 
mon law liability for grain stored in the ws arehouse for the account 
of others is not recognized nor is it expressed in dollars and cents 
among the current liabilities listed on the balance sheet. 

Any undisclosed liability of a warehouse is simply not apparent in 
| year selected from the middle of a continuing storage operation. 
This liability is in fact not entirely disclosed until the grain is de- 
livered, the house is empty and the obligation 100 percent ‘discharged. 

I would like to go into this accounting thing a little more in detail. 
And what I am going to say is not in my prepared statement. 

In grain warehouse accounting, the total number of bushels of grain 
on hand in a warehouse as disclosed by the records, is shown in bushels. 
It is not the practice to assign a per bushel value to quantities of grain 
at the close of a fiscal year, or an end of an interim accounting, but 
instead to mention in the report the quantity of outstanding warehouse 
receipts covering grain stored for others. 

Unless the accounting firm making the report has had an opportunity 
toapply appr ene accounting checks, to records of official weigh-up 
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of all the grain on hand, the report will be qualified to that extent. 
However, an accepted practice now is that of measurement of grain 
on hand in storage warehouses where, for good and valid reasons, it is 
inappropriate or impossible to conduct a weigh-up in order to deter- 
mine any such undisclosed liabilities. 

It is considered by supervisory personnel of the various State ware- 
house licensed agencies in the area in which I am familiar, that meas- 
urement represents merely an approximation of the quantity on hand. 
And it is considered that such measurements cannot possibly approach 
in accuracy an official weigh-up. 

It is my considered opinion, therefore, that in expense statements 
which are examined for purposes of evaluating costs of operation in 

cases where the firm under examination has not had an official weigh- 

up or clean-out, is completely valueless. Any such study w ould 
merely take into account only the financial transactions which had 
actually passed through the books and records, without giving any 
weight to undise losed li: abilities, even though the statements for the 
period have been adjusted for an estimated amount of variety be- 
tween the total of outstanding warehouse receipts and the total of 
any measured inventory. 

This is one of the risks and hazards of the business. As one fur- 
ther clue to how others view this risk of liability, may I refer to 
exhibit C showing some interesting developments in an attempt to 
buy insurance coverage for sucha typical risk, 

This is a part of the appendix. It is a letter, actually, and I am 
referring to exhibit C-2. 

(The document referred to will be found in the appendix at ' 534.) 

Mr. Laysourn. We asked our insurance broker to canvass the do- 
mestic market in an effort to get a quotation on such risk coverage. A 
large group of domestic grain insurance companies was asked to 
quote. The matter was presented to its board and the request was de- 
clined. Our broker continued by exploring the London market. 

That risk coverage that I asked for was for the coverage for de- 
terioration in qui lity Ww hile in storage, and subject to seizure by Pure 
Food and Drug Administration on any grain while in storage or when 
loaded out of stor. age is found to be actionable under the Federal 
Food, Drug, and Cosmetic Act. And the loss of grain in handling in 
excess of one-eighth of 1 percent. The people who were asked were 
people who were experienced in this kind of handling of this kind of 
insurance, the Grain Dealers Mutual Insurance Co., and they wrote 
on March 2, as shown in this exhibit C-2: 

The underwriter’s committee reviewed the question of providing coverage 
which would indemnify a warehouseman for deterioration in quality of storage 
grain, for the loss in grain handling, and for seizure of contaminated grain by 
the Pure Food and Drug authorities. 

It was the consensus of the committee that no rate would be sufficiently high 
to cover these hazards at a profit to the insurance carrier. That is, when I 
speak about a rate being high enough, it would be a rate which would be ac 
ceptable to the insuring public. 

The committee decided unanimously that the providing of coverage against 
deterioration was also an almost impossibility. 

The upshot of the whole meeting was that the committee declined to recom- 
mend that these types of coverage be written. 

One of the member companies represented on the committee has had a very 


unsatisfactory experience on what was thought to be quality business on one 
of the phases of the coverage, that is, seizure of contaminated grain. 
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At this point I would like to read an excerpt from a letter I received 
from Mr. Joseph Gregg who has appeared before this committee. It 
states : 






Under the Delaney amendment, any fumigant or pesticide could be declared 
to be a carcinogen, even though it only caused cancer through injecting of labo- 
ratory animals, but if this occurs, then any grain treated with this fumigant or 
pesticide that shows any residue of such chemical would be subject to seizure, 
Without any question of doubt, as probably could not be induced into even feed 
channels. 


This same problem would carry over under the Miller amendment, and if 
future laboratory experiments would show that the present tolerance variance 
should be lowered, then any grain with a residue in excess of these tolerances is 
also seizable by the Food and Drug Administration. 

An important thing here is, it seems to me, we have a situation in 
which a farmer stores grain on his farm, and in an effort to protect it, 
to keep it from spoiling, to keep insects from getting into it and 
damaging it, he applies a pesticide or an insecticide to it. My under- 
standing is that all of the insecticides have to be labeled and to be 
approved by the Department of Agriculutre. I feel that this is a 
tremendously important thing, because there is no test which an ele- 
vator man can make for residue, and it subjects the industry to a 
great deal of hazard in this question of grain spoilage. 

He reported that London would not write such coverage direct but 
indicated they would consider reinsuring a line if written by a do- 
mestic carrier considered an expert in that field of coverage. Later, 
he reported by telephone that while he had no firm quotation, in his 
opinion the coverage might possibly be placed on the basis of the 
assured carrying the first 25 percent of the line, and probably at a rate 
of 20 percent of market value. London might be interested in the 
7 percent remainder of the line. At 20 percent per dollar of insured 
risk coverage, the quotation was entirely out of line. 

‘That would work about to about 30 cents per bushel, and that is 
several times what we get paid under the Uniform Grain Storage 
Agreement. 

However, at this opint I would like to refer you to exhibit D which 
illustrates the portion of net income attributable to cover risk. 

(The document referred to will be found in the appendix at p. 538.) 

Mr. Laysourn. I will not bore you with this. It is extremely tech- 
nical and difficult to understand. 

I have here taken the storage income for 1 year under the present 
contract, based on the 1956 Uniform Grain Storage Agreement, which 
is 0.168 cent, and have applied our adjusted cost which would bring a 
result of net profit before taxes of 0.037 cent per bushel. 

Then assuming that we were to allow interest at 6 percent on the 
invested capital, and including working capital, we would have 0.024 
cent. And the net profit before taxes to cover risk, would be 0.013 
cent per bushel. 

Now then, if you take 1 bushel of $2 wheat on $1 of liability per 
bushel, the amount which would be attributable to risk before taxes 
would be sixty-five one-hundredths of 1 cent. When you take a bigger 
amount and you apply your taxes to it, it would be ditferent. And all 
this talk about the money that people have been making in our business 
before taxes, that is, it has been before taxes, and it has been before a 
lot of other expenses have been applied to it. And it has given the 
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public a very bad opinion of our industry, as if we are a bunch of 
profiteers. I do not feel that that is true. I think that if the people 
who have been so critical were faced with the necessity of assuming the 
risk on a considerable amount of the grain that is stored, they would 
think twice before they would take those risks. 

Mr. Laysourn. In this illustration it shows that the warehouseman 
assumes 100 percent of the risk for which he earns sixty-five one- 
hundredths of 1 cent for each dollar of total risk. It appears to 
me that this illustration serves to put this element of risk in clear 
sharp focus and to show by comparison the small amount of cost, or 
premium, which depositors actually pay when they shift such risks 
from their own custody, care, and control to that of the warehouseman. 

Perhaps your committee will look into what is happening to work- 
ing capital in warehousing firms, as I have. Last month I had occa- 
sion to discuss this matter about financial statements of warehouse- 
men with some of the people in the Kansas State Warehouse Division 
at Topeka. I asked whether they had observed any sharp increases 
or decreases in working capital shown on the new balance sheets which 
accompanied w arehousemen’s applications for renewal of licenses. 

The answer given was that new balance sheets received since the 
first of the year showed generally no improvement or only slight 
changes up or down in the working capital position of most Kansas 
warehouse applicants, compared to the previous year. 

I would like to ask you to look at exhibit E which quotes excerpts 
from letters received from two bond underwriters. 

(The document referred to appears in the appendix at p. 539.) 

Mr. Laysourn. This points out the problem that the bonding people 
face in coverage, because every warehouse has to be bonded before it 
can be licensed. The position of the trade is such that it is not show- 
ing the improvements that it should if large profits were being made 
and retained. And if, under the present rate that is proposed to go 
into effect July 1 by the Government, we find or it is found that 
warehousemen begin to lose money, we are going to see the bonding 
companies take a new look at this thing. And I would say that this 
is an area where your committee, Mr. Chairman, could be a fine service 
to the Department of Agriculture, perhaps, to bring them up to date 
on what these things are that are happening, and as to what is 
happening. 

The importance of this matter should not be ignored. If ware- 
housemen, as the result of the cut in rates, operate at - losses, dissipating 
working capital, it is quite possible that a good many operators will 
be unable to qualify for warehouse bonds, and without securing a bond 
they cannot secure a warehouse license. Those of us in the industry 
who work closely with country warehousemen are perhaps more aware 
of consequences of such a predicament. 

Last Thursday I received the following comment in a letter from 
Dr. Richard Phillips of Iowa State U niversity, who has testified here 
before your committee on the subject of grain storage costs: 

Personally, I am in full agreement with your making your case on the basis 
of average costs, or the costs for the average warehouse as you do. Everyone 
concerned is well aware of the deviation from these averages, I am sure. But 


any system to move away from a uniform agreement would have the effect of 
discouraging efficiency and increasing warehousing costs. I feel that any such 
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system would be unworkable to warehousemen and ultimately increase the total 
storage bill to taxpayers. 

My own feeling is that it would be unworkable for a lot more people 
than just warehousemen. The banking system’s handling of ware- 
house receipts is based on uniformity. The flexibility of the price sup- 
port loan program for farmers is based on uniformity, so that the 
farmer may take advantage of every possible convenient location in 
getting his loan, which in turn is uniform, regardless of his costs. The 
administration of State warehouse laws, bonds, and licensing is based 
on uniformity in the public interest, as I explained earlier. 

No matter what is done with rates, some warehouses are going to 
have different costs than others in any given season. Over a period of 
vears because of crop failures, shifting emphasis from one crop to 
another, and perhaps from such developments as the St. Lawrence 
Seaway, these differences should tend to level off. But the main point 
T have tried to make, Mr. Chairman, is that in no case is the Govern- 
ment buying “dead” storage. By virtue of its contract, in addition to 
service it is buying a negotiable warehouse receipt, and this has a real 
dollar value in the marketplace, and this dollar value is the same 
whether it is issued by a warehouseman with a flat bin or a concrete silo 
or a steel tank or a wooden crib annex. 

We say that in its extremely arbitrary action in ordering a 19-per- 

cent cut in rates the Government moved too far and too fast, aa on 
cost information which was incorrect. Only a year ago these same 
Government people were urging the industry in the upper Midwest to 
provide more storage. Let me give you a couple of excerpts from the 
USDA minutes of the Minneapolis area advisory committee for grain 
ata meeting in the office of Mr. James A. Cole, CSS ommodity direc- 
tor, Minneapolis, February 25, 1959, to illustrate typically what the 
trade has faced, and I quote: 

* * * Mr. Cole said the purpose of the meeting was to discuss and clarify 
* * * the storage problem in the five-State area covered by the Minneapolis 
commodity office. He introduced Mr. R. A. Hanson (CSS, Washington) and 
called upon him to lead the discussion on the national storage situation and an- 
ticipated program outlets including need for new construction * * *, Two years 
ago the grain trade was able to absorb 250 million bushels without the Govern- 
ment buying bins. Last year the trade absorbed 425 million bushels, again with- 
out the Government buying bins. This year the problem is bigger than at any 
time in the past and is especially acute in this Minneapolis area. 

During those years the solution to the problem was left to the judgment of 
the warehousemen. Again, it looks like the industry has taken hold and Wash- 
ington will not have to buy bins this year. At least in other areas this is largely 
the case. * * * Mr. Hanson said that the purpose of this meeting was to discuss 
the problem in this area where considerable shortage of storage space exists, * * * 
The subject of attrition and more storage space was brought up. Mr. Farrington 
(a warehouseman) commented that there is always a substantial movement out 
of this market; in addition, he said there is also some plan for construction 
but he did not know how much. Mr. Cole asked, “Why isn’t the trade building 
more now? Are you afraid something will happen and you won’t be able to fill 
it? There was never a greater need for it than now.” The reply was that the 
principal deterrent to new construction was the high cost of building. * * * 

Close quote from USDA minutes. 

In the year 1959 the industry increased storage capacity in Minne- 
sota, North and South Carolina, and Montana by some 70 million 
new bushels of commercial warehouse space, in direct response to 
Government urging. 
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The very next spring the Government cuts a fifth off the storage 
earnings under the Government contract. 

As Mr. Marvin McLain told the Whitten committee on March 9, 
1960, before “negotiations” with the trade on the rates: 


* * * there will be a substantial reduction in rates. 

Andon March 21: 

* * * we think we are justified in offering this kind of a rate because we are 
on the other side of the table now and we hope we have the support of this 
committee in carrying out this reduction. 

And another quote from Mr. McLain, telling the Whitten commit- 
tee about a rate cut that was yet to be revealed to the trade’s negotia- 
tors: 

If this had been undertaken a year or two ago, in my judgment we could well 
have been in a serious situation as far as storing commodities which under the 
statute we have to take care of. 

All of which brings me, Mr. Chairman, to a few words about my 
third area of testimony, the political predicament of the grain trade. 

If I don’t accomplish anything else in my appearance here, I would 
like to have the committee, and through you the consumers and farm- 
ers of America, get the perspective as I see it of what I have termed 
the political predicament of my industr y- 

Of course I do not mean “political” in any partisan sense—I mean 
the relationships between the individuals who are engaged in our 
largest industry, agriculture, and the Government to which we grant 
police power over our actions. 

I know that your committee is just as concerned for justice in this 


relationship as I am, and I know that the reporters who have been 
telling this grain storage story to the American people are just as 
concerned for it as I am. 

Perhaps I lack the eloquence of “Mr. Smith Goes to Washington” 
in dealing with this subject. And I am quite aware of such editorials 
as the one entitled “With a Dry Eye,” ae crocodile tears for the 


plight of the grain warehousemen, which Congressman Santangelo of 
New York City introduced into the Whitten committee record. But 
there are some things which ought to be said in our attempt to get 
at the heart of this whole problem. 

or ady in my testimony I hope I have made it clear how firmly 
each and every local erain elevator operation is captured and bound 
to the Government’s grain programs, I have a simple chart (chart 
XII) which illustrates this clearly. 

I will ask you to please turn to that chart. 

(The document referred to appears in the appendix at p. 548. 

Mr. Laysourn. As you will see, this chart shows graphically the 
response of our industry to the demands of Government for a com- 
pletely uneconomic mass of storage construction. Only Government 
policy, which can be changed unil: iterally at any time, keeps the 
upper section of this chart, representing Government-ow ned grain 
facilities, from absorbing any or all of such further expansion rather 
than employing fac ilities of taxpaying businesses. 

But I have put another line on this chart—the wheat crop in each 
of the years. This is a pretty fair measure of the true economic need 
for a storage and handling industry in this country plus some reason- 
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able allowance for crop carryover. I believe that this indicates 
where the wareshouse industry, through competition, would have 
found its capacity level to handle the crops as they came along. 
Generally speaking, everything above such level is there on the basis 
of Government farm policy. 

We all understand how this has come about, but what I am talking 
about is the predicament of a citizen who is trying to operate a com- 
petitive business in this context. He is way past the point where 
his decisions on how much risk to take, how much capital to borrow, 
how much space to build and where can be based on any estimate of 
commercial need in service to consumers and producers. He is at the 
point where the major factor in his own decisions is his estimate of 
what the Government is going to do. He is standing on a rug, to 
which is attached a rope. At the other end of the rope is Govern- 
ment—a policy group of administrators managing a $1414 billion 
corporation, the Congress in deep controversy over how much more 
money to give that corporation, and an American public showing 
great concern over agricultural policy. 

We are talking about the predicament of each and all of the 
enterprises which in a competitive marketing situation supply a 
service. As Government usurps these functions, these people such 
as the commission man or the broker or the merchant are left to die 
on the vine. From time to time the Government looks at one of these 
people and asks, “Why should we pay for this service when we can 
perform it with our own people?” But in reality, if we line to 
the thought that we are not out to eliminate the competitive market- 
ing structure, such a service is worth something for just being there 
when needed. And it certainly cannot exist and survive on just a few 
erumbs which fall from the Government table. 

In this situation, Mr. Chairman, a number of concepts have come 
tothe fore. One is that grain storage ought to cost less because com- 
modities are supported at lower prices. In a business you have to 
charge all of the overhead burden against it. You have to charge 
it back against the operation, if you are going to have any kind of 
a cost factor. 

But this disregards the hard facts of life that grain warehouses like 
all other businesses are paying more every year for the wages of 
workers in grain storage jobs, and that these workers spend just as 
much time taking care of a $2 bushel of wheat as they would a $4 
bushel. This more than offsets any savings in insurance and other 
factors. 

Another concept is that the Government can do this job a lot cheaper, 
and hence it ought to. But, in figuring this all out, how much of the 
overhead burden of the thousands of administrative employees of the 
Government who get into this act, in one way or another, is charged 
against the operation ? 

In the House a week ago today, the following interchange took 
place: 

Mr. Avery. I think the gentleman was on the floor when I had a colloquy with 
the gentleman from New York [Mr. Santangelo] in respect to the storage matter. 
After I had concluded my remarks, 1 think the record was left in this position: 


That the Department of Agriculture had advised at least some Members of the 
House that Government-owned storage was costing only about 6 cents a bushel. 
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I would like to propound a question to the gentleman from Mississippi [Mr. 
Whitten]: Has the Department of Agriculture ever furnished the committee 
that figure? 

Mr. WuirtTeEN. I do not have any such information. They may have supplied 
it to some individual. I have not had any such statement that I know of. I do 
not mean to be all-inclusive, because there are about 8,000 employees in the 
Department, * * * so what somebody may have told somebody else I do not 
know. 


This must be a misprint, Mr. Chairman. I believe there are some 
80,000 employees in the USDA. 


Mr. Avery. Did I understand the gentleman to say that committee itself had 
made some study of the cost of this storage? 

Mr. WHITTEN. We have made about three investigations through the years. 

Mr. AverY. I mean recently. 

Mr. Wuirten. We had one this year 

Mr. AveERY. What did that reveal as to the cost of Government storage? 

Mr. Wuirten. Again I am sorry that I cannot give the gentleman that infor- 
mation right offhand. If you leave it for 2 years it costs one amount. If you 
turn it over it costs another amount. So there is no set figure, but it did show 


that in some instances it would be much mode economical, in my opinion. 

That interchange shows two things. One is that you simply can't 
judge what a storage cost really is, on the basis of 1 year’s situation. | 
The other is that the whole case for assuming a saving to the Govern- 
ment, in using Government-owned bins and ey ernmnatensenae 
labor, is based ¢ on somebody’s opinion, and very little more. 

We hope the Senate will not agree with the House, that such opin- 


ion is sufficient basis for Congress ordering preference for Govern- 
ment-owned storage as a matter of public policy. 


The way an arbitrary Government decision was reached on storage 
and handling rates has been based on what one might call the “eco- 


nomics of the moment.” Just today, this week, this year, without 
thought as to what the er ain elevator and its marketing channels may 
have contributed to the farm program up to this moment, or the extent 
to which they are needed tomorrow. 

I suggest that we ought to have these cost studies. Dr. Sharp made | 
that comment, and so did Dr. Solstad. 

And on March 8 there was a colloquy between Mr. Palmby and 
Mr. Whitten as follows: 


Mr. PALmBy. It is not a starting point and let me tell you why it is not. The 
5.1 is an actual storage cost figure from our fiscal records to keep the grain in 
the bin for a year. In addition to this, we have to empty and fill that bin. 
whether it is kept there for 1, 2, or 4 years, on the average I think 3 years has 
been fairly typical, it means that the cost of emptying and filling of that bin must 
be added to the 5.1 cents. The reason it must be added on is this: that from 
the bin most of this grain does not go directly to market. It ment still go through 
a commercial house to be loaded into a boxear. So if it costs 7% cents a bushel, 
the average cost of emptying and filling varies by Sekine if we 
keep it there 3 years we must divide it by 3, so we put another 2% cents onto the 
5.1-cent figure because this is in addition to before it gets into commercial—— 

Mr. WHITTEN. Is that based on experience? 

Mr. PaLmBy. Yes, sir. 

Mr. WHITTEN. That would then leave you 71% cents? 

Mr. Pautmpsy. Or if left there only a year the whole 74-cent figure must pe 
added on. 

Mr. WHITTEN. This is the average? 

Mr. Patmpy. Yes, sir. 

Mr. WHITTEN. Basing it on your own experience it would be 7% cents as 
against 16 cents. You would multiply the vacant Government storage by 8% 
cents, the difference it costs? 
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Mr. Patmesy. This is just part of the picture. Going on further than this, 
we have always looked on it as supplementary or dead storage, whereas that 
which is in commercial storage is live storage, and it is impossible to arrive 
at a saving figure because we are comparing dead storage to live storage, This 
CCC-owned bin proposition is a good way to supplement live storage. We admit 
this. It has worked out well. But to say it is a saving is not accurate because 
we are comparing live to dead storage. 

Mr. WHITTEN. Mr. Palmby, you still talk me around and around and around. 
I would like for you to put in the record the additional cost which Commodity 
Credit Corporation is out by reason of not having its storage filled, but carrying 
on contracts with private commercial warehouses. Could you do this? 

Mr. Patmsy. No; there is one other reason. A good share of this storage is out 
of location as Mr. Berger stated. 

The idea that warehousemen should store grain for less because of 
the lower value of the commodity. That philosophy is like saying to 
our industry and to the trucklines, the railroad, incidental labor, 
specialized labor, the telephone company, the power company, every 
one of whom serves the farmers and handles his produce, “Your income 
ought to be related to the percentage of parity the Congress chooses 
to set for farm price supports.” 

Now that is somewhat ridiculous, I submit, but perhaps we do 
actually have people here who sincerely believe in Government con- 
tracting everything. Out on the plains we call it socialism and some- 
times we use stronger language. 

The interchange I just read shows that you cannot judge what a stor- 
age cost really is. What I have shown here supports the idea that any 
cost study must be for more than 1 year. 

The grain industry is in the position of the Congressman whose 
constituent says, “Yes, but what have you done for me lately?” 

In most farm communities the country elevator is the largest local 
taxpayer. If its business is to be handled by CCC through a bin 
site 5 miles out from town on a country road, where is the com- 
munity going to come out? Where is the elevator going to turn 
for a deficiency appropriation ? 

This recent rate decision, Mr. Chairman, is just an episode, a 
symptom of the primary hazard of our trade. The Government 
is completely dominant, which I will illustrate with one final table, 
exhibit F. 

(The document referred to will be found in the appendix at p. 544.) 

Mr. Layzourn, This is very, very important. 

This shows that about 114 percent of the grain warehouse facili- 
ties under the uniform grain storage agreement, by number—164 ele- 
vators—represent some 28 percent of the total space under the agree- 
ment. It would be entirely within the power of Government to cut 
all rates to the eer ial earning level of such plants. 

If this would be an injustice to the some 10,500 other elevators 
across the country that together represent the other 72 percent of 
the space, then the Government must exhibit some concern for these 
smaller operations, for the communities in which they are locally 
important, and for the farmers and consumers who benefit through 
their use. 

I realize, Mr. Chairman, that many of your questions in this 
inquiry have been directed along exactly this line. Our association 
is completely openminded as to exploring different approaches, while 
at the same time dealing with the realities of the pattern of this 
industry as I have sketched it in my testimony. 
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We feel that the specific area of investigation undertaken by your 
subcommittee is as appropriate and timely as any in Congress, for 
the reason that never in its history has the Nation put into the hands 
of the executive branch a more potent economic instrument than the 
Commodity Credit Corporation. Along with Justice Holmes, we 
plead that this powerful hand of Government be used very lightly 
in arranging the economic affairs of its citizens. 

That completes my statement, Mr. Chairman. 

Senator Humpurey. I understand that you would like to have 
appendix No. 1 and appendix No. 2 made a part of the record. 

Mr. Laysourn. I would like very much to have them made a part 
of the record. 

Senator Humpurey. That will be done. We will have all of the 
exhibits compiled as an appendix to the total record. 

Mr. Laysourn. That is fine. And in addition, Mr. Chairman, I 
have some letters here from some of our area people that I would 
like to have introduced into the record. I will not read them, because 
the time is getting away from us here. I am sure that you have 
questions that you want toask. 

Senator Humpnurey. That will be very helpful. I will order that 
in the appendix that I mentioned earlier, any communication or 
memoranda which you may want to offer to further develop your 

case be made a part of the record. 

Mr. Layrourn. Thank you. 

(The exhibits cited in the general testimony together with the 
letters will be found in the appendix starting at p. 511.) 

Senator Humpnrey. You have presented a very excellent and in- 
formative statement. I would like to ask two or three questions. I 
am sure that the committee counsel may have more questions. 

Mr. Laysourn. Thank you. 

Senator Humpnrey. Regarding the exhibits that you used so effec- 
tively here this morning, have you ever dicussed the matters contained 
in these exhibits, and the conclusions that you have drawn from them, 
with representatives of the Department of Agriculture ? 

Mr. Laynourn. Senator Humphrey, those exhibits were a part of 
the testimony which I gave on behalf of the Grain & Feed Dealers 
National Association at the town hall meeting in Kansas City, which 
was attended by representatives of the Commodity Credit C orpora- 
tion. That was on March 30. They asked for a number of copies of 
that testimony at that time. 

Senator Humrurey. I was particularly interested in two exhibits, 
one on the calculated storage returns of the Ohio County w: arehouse- 
men, based on the costs for 1958, and the other one was the calculated 
return to the Ohio warehousemen. I gather that they are the same 
warehouses in both exhibits ? 

Mr. Laypourn. Yes, sir, they are. 

Senator Humrnrey. There is a considerable difference in the fig- 
ures that were developed in your survey and those that were dev el- 
oped by the Department of Agriculture. 

Mr. Laysourn. Yes, indeed, there are. 

Senator Humpnrer. Those Ohio figures were presented by a man 
of competence, Dr. Sharp, who is highly respected. 

Mr. Laypourn. He is. 
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Senator Humpurey. What does the Department of Agriculture say 
regarding this discrepancy? For example, the Department of Agri- 
culture estimated some 77 percent occupancy or was it 75 percent? 

Mr. Laysourn. 77.3 percent. 

Senator Humrnrey. And you calculated 69.5 percent occupancy. 
Is that because you examined Ohio only ? 

Mr. Layrourn. That was just the 27 elevators in Ohio, that par- 
ticular study. 

(The document referred to appears at p. 551 of the appendix.) 

Senator Humpenrey. Was the figure of 77.3 percent occupancy of 
the Department of Agriculture a national average ? 

Mr. Laynourn. A national average, yes, sir. My understanding is 
that that applied to 331 elevators, which ‘they actually used as their 
test, and then they expanded it to the entire Nation, applying it to 
somehing like 10,000 elevators. 

Senator Humpnrey. Do you find disagreement with the figure of 
77.3 as a national average ? 

Mr. Laysourn. We took that, for we have no way by which we can 
evaluate whether that is correct or not. We started with their figure 
and merely made our analysis, trying to find flaws and errors which 
they may have made, and we have no way by which we could check 
back on the percentage of occupancy. 

Senator Humpnrey. It seems to me that if you were going to have 
a meaningful negotiation with the Department, there would have to 
be some agreement about the data that was applicable to the ratemak- 
ing processes. 

Mr. Layrzourn. That is correct, sir. 

Senator Humpnrey. Has there ever been any agreement between 
the Department of Agriculture and the warehousemen on this? 

Mr. Laysourn. Actually, I think that I can say this, that the ware- 
housemen of the country were asked by the Department of Agricul- 
ture to cooperate in the making of this study, and they did. They 
undertook a tremendous job. I will say that for the Department of 
Agriculture. But there never has been the type of figures developed 
which they developed in their study. However, as I pointed out, and 
as Mr. Solstad and Dr. Sharp have pointed out, the methods which 
they employed we consider inapplicable. And even though we 
accepted their figures as a starting point from which we made our own 
calculation of costs by applying or restoring those factors to their 
figures which we considered in error—we have nothing other than 
those figures on which we could base costs, other than in my own busi- 
ness, and I have a number of country elevators on which we could 
get the costs—and other firms have them, too—but to apply them to a 
national average, it would be inerror. It would not be an appropriate 
sample. 

Senator Humpurey. This is the first time that the Department, at 
least for a considerable period of time, has made what they call a 
cost analysis of the storage? 

Mr. Laysourn. That is right. 

Senator Humpnrey. And I say most respectfully to the men in 
private enterprise that it seems to me that the heart and crux of the 
argument should be whether or not the figures are valid. 

Mr. Laygourn. Yes. 
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Senator Humpurey. This is where you really get down to cases, 
because if you are willing to accept certain figures developed by the 
Department of Agriculture as the basis for discussion, you have lost 
one-half of your case before you start, from my point of view. I 
would suggest that this is like an income tax case. The Government 
there likes to have you accept their figures. A good cost accountant 
or tax lawyer will fight the Internal Revenue Service with everything 
at his command to dispute the validity of their figures. 

Mr. Laypourn. Can I say something there / 

Senator Humpurey. Yes. 

Mr. Laypourn. I have been sitting a long time here. It will not 
take me but just a minute. You know that it is very hard for people to 

really get in clear perspective the thing that has actually happened to 
our business. That is, under these laws. 

We in the grain industry, the warehouse industry, are basically a 
franchise business. If I operate an elevator out here in the country, 
and I do not choose to sign the Uniform Grain Storage contract, the 
only grain that I can handle at that point is grain which I might be 
able to buy, free grain. And any of my customers who want to 
put their grain under Federal price supports cannot patronize me. 

So every grain elevator that does business and has customers who 
are using price supports on any of their commodities expects that 
their firm, be it a cooperative or an independent, whoever it may be, 
signed this contract. They are captured. They are a captive 
industry. 

The illustration that you gave was very apropos, as to a tax argu- 
ment. There you first have an informal conference. Then if you 
cannot solve it, it goes to the next place, and then to the next place, 
and you finally get into the Tax Court. And if you still feel that you 
have not. gotten justice, you can take it into the civil courts. 

We have no one to whom we can appeal. There is no place where 
we can appeal this arbitrary decision that was made by the people i in 
the Department of Agric ulture that the rates would be 13.5 cents. 
We can prove it is wrong. We have proved it is wrong. But what 
does it get us? They just say, “Take it or leave it.” And we cannot 
leave it, because we are captive. We have to have their franchise to 
live. 

There should be some court of appeal, some body set up where we 
can appeal an argument with the Department of Agriculture over 
this kind of procedure. That is just as wrong as it can be as it is at 
present. 

There are people in our industry who are talking about employing 
counsel to explore this thing to see whether or not we have any rights 
as a regulated industry to obtain costs that are fair, which are based 
ona Supreme Court decision, in which their Chief Justice Holmes and 
Justice Brandeis concurred, saying that the cost of capital is en- 
titled in any regulated industry to receive a fair return on the cost of 
the capital, which shall be interest, something for the risk, and some- 
thing to attract new capital. That was in the Southwestern Bell case. 

Senator Humpurey. Yes. 

Mr. Laypourn. And there was a Bluefield Water Works case, in 
which it was said that not only the cost of capital should be consid- 
ered, but in addition to that the costs of competitors in other unreg- 
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ulated industries should be considered so that everything would be 
fair. 

We need to have something along that line whereby we can get 
redress from injustice. 

Senator Humpurey. You have made a very cogent presentation of 
the unusual circumstances which surround you in this situation, and 
I feel that the American people will begin to understand a little bit 
more about what we mean by grain storage, and the services that 
are involved, such as the matter of immediate delivery, and the fact 
that the percent of occupancy has a bearing on profit. I think that 
all of these matters are now coming to the attention of the Congress 
in more detail than before. It is a painful period for the warehouse- 
men, but education is always expensive, particularly when some of 
us are slow learners, you know. 

Mr. Laysourn. I would not say that of you, Senator. 

Senator Humpurey. This proviso that you referred to that was 
adopted recently by the House in the agricultural appropriation bill— 
you fully understand that the Senate has not adopted any such lan- 
guage ¢ 

Mr. Laysourn. I understand that. 

Senator Humpurey. There are those of us, may I add, who are not 
motivated by a desire to see the Government take over all of these 
facilities. 

Mr. Laypourn. Iamsure of that. 

Senator Humpurey. There was a time when it looked as if the 
Commodity Credit Corporation would be doing most of the export 
trading. I was one of those, I am happy to say, who saw to it that 
they did not. 

Mr. Laysourn. We are very glad that you did that. 

Senator Humpurey. A new procedure was adopted, to use the 
established grain trade facilities to do the jobs they are equipped to 
do by experience and training and manpower. The purpose of the 
Commodity Credit Corporation is to supplement and not to supplant 
private grain-handling facilities. 

Mr. Laysourn. Absolutely. 

Senator Humpurey. By the way, I was rather surprised and 
shocked by the statement that no director of the Commodity Credit 
Corporation appeared at this meeting at Kansas City. 

Mr. Layzsourn. No, sir. 

Senator Humpurey. I was rather surprised and shocked by that. 

Mr. Larsourn. I want to tell you that was so important that the 
top people in the firms throughout the country had their men there. 
There were 1,000 people who attended, making up about 10 percent 
of the industry, who were at that meeting, and expressed themselves 
in this book here, the record, and it got nowhere. 

Senator Humpnrey. Was Mr. Berger there? 

Mr. Laysourn. No, Mr. Berger was ill. I did not know that, but 
Mr. Oliver so informed me. 

Senator Humpurey. Was his deputy there ? 

Mr. Laysourn. Mr. Palmby was there, yes; he was in charge of 
a meeting. 

Senator Humpurey. Did the Secretary of Agriculture make any 
appearance ¢ 
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Mr. Laysourn. No; neither was there an Assistant Secretary there. 

Senator Humrurey. I want to say right now that I consider it a 
‘ather remarkable situation that the world’s largest corporation can 
be so lacking in consideration of the opinions and the expressed testi- 
mony of the individuals concerned that it does not appeal tothem. I 
understand that the Secret tary has not been in a regional Commodity 
Credit Corporation office except once in the last 7 or 8 years. And 
that is a peculiar way to run a business. 

Mr. Layzourn. L agree with you. I could not run my business that 
way. 

Senator Humenrey. I cannot even run my Senate office that way. 
I occasionally have to be around there, you know. 

Let me ask you this question again, just to amplify the record on 
this point. I understand you say that the Government is paying a 
higher rate for storing grain on the farm than it is in the franchised 
or in the regular established warehouses. 

Mr. Laypourn. That is true. 

Senator Humpeurey. Would you mind expressing the difference in 
the figures ? 

Mr. Laysourn. All grains except oats—I will have to back up on 
oats that they are paying 14 cents right straight down the line on 
everything except oats. 1 believe that oats is higher in the warelouse 
than it ison the farm, 

I think on the farm it is 10.22 cents. It may sound like a little bit 
of a thing to put into the record, but look at the difference. The Gov- 
ernment stands behind all of the quality, such as the insurance. If it 
burns up, if a flood takes it away, anything happens to it, it belongs 
to the Government. And they pay only one-half a cent more than 
what they pay in the commercial warehouse, but look what they get 
in the commercial warehouse—look at the protection they. get. 

Senator Humpurey. Have you detailed for this record the differ- 
ences in services performed by commercial warehouses and services 
received in return for the rates paid for storage on the farms? 

Mr. Layrourn. I do not have it, but I will document that. 

Senator Humpurey. Can you produce that ? 

Mr. Laysourn. I will document that for you, and we will have it 
in the record by tomorrow. 

Senator Humpnrey. Take, for e: xample, if flood conditions destroy 
grain in storage on the farm, does the Government pay for that ? 

Mr. Layzourn. That ism understanding. 

Senator Humpnrey. If ta is a flood that destroys, for example, 
the stored grain in Kansas City, or some place else, who bears the loss # 

Mr, Laysoury. The Government has an act-of-God exclusion in 
the contract. 

Senator Humpurey. It has what? 

Mr. Laysourn. They have an act-of-God exclusion in the contract. 

Senator Humrurey. What about fire? 

Mr. Layrourn. They are protected against fire. 

Senator Humpnrey. Do you pay for that? 

Mr. Laysourn. We buy insurance on that, that is right, as well as 

for windstorm, explosion, hail, and lightning. 

Senator Humpurey. I think it would be well if you would put that 

information into the record. 
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Mr. Laypourn. I will be glad to document that for you. 
(The information submitted by Mr. Laybourn follows:) 


STATEMENT SUBMITTED BY L. A. LAYBOURN CONCERNING CCC FARM-STORED GRAIN 
COMPARED WITH CCC WaAREHOUSE-STORED GRAIN—RATES AND RESPONSIBIL- 
ITIES 


1. The U.S. Department of Agriculture on May 5, 1960, announced the storage 
rates to be paid to farmers who hold price-support loan stocks in farm storage 
under reseal for another year, during 1960-61 (USDA 1316-60) (4291). 

The rates announced are 14 cents per bushel per year for corn, wheat, and 
barley, 10 cents per bushel per year for oats, and 24 cents per hundredweight 
per year for grain sorghums. 

2. On the same date the USDA announced (release 4290 USDA 1315-60) the 
storage rates for 1960-61 to be paid under the uniform grain storage agreement 
for Commodity Credit Corporation owned grain stored in licensed and bonded 
commercial elevators. 

The rates announced are thirty-seven one-thousandths of a cent per bushel 
per day for wheat, corn, grain sorghums, barley, rye, flaxseed, and soybeans and 
twenty-eight one-thousandths of a cent per bushel per day for oats. Expressed 
in annual rates these rates amount to 13.505 cents per bushel for all grain 
except oats on which the annual rate is 10.22 cents per bushel. 

3. The reduction from rates currently being paid is about 2 cents per bushel 
per year on farm-stored grains and 3 cents per bushel on warehouse-stored grain. 

4. The CCC pays the farmer on an annual rate but pays the warehouseman 
ona daily rate. If the CCC desires the grain which is farm stored it must call 
the loans and require delivery. When this happens, which is seldom, the farmer 
is paid storage for the entire year, even though the grain has been in storage 
only a fraction of the period for which storage is paid (421-3559 1958 Crop 
Extended Reseal Loan Bulletin). 

On the other hand, CCC pays the warehouseman only for the days the grain is 
actually in storage. CCC gives the warehouseman no guarantee it will leave the 
grain in storage for any definite period of time and is free to call the grain 
out at any time. 

5. The farmer is not required to insure the grain he is storing for CCC. The 
CCC assumes the risk. 

On the other hand, the warehouseman is required to keep all the grain in his 
warehouse insured for the full market value at all times (sec. 15, uniform grain 
storage agreement). 

6. Grain stored in warehouses is always readily available to CCC, and can 
be immediately moved to fill any need which may arise. Grain stored on farms 
is not readily available to CCC as it takes considerable time to call the loans 
and get physical delivery of the grain. During certain periods of the year, 
delivery would be impossible because of road restrictions or impractical because 
the farmer would be busy with farming operations. 


Senator Humpnrey:. Is there any purchaser of warehouse space oth- 
er than the Commodity Credit Corporation that insists on annual 
storage rates in the warehouses ¢ 

Mr. Laysourn. May I correct that impression? This is a little edu- 
cation I want to give you as to that, sir. 

The Commodity Credit Corporation talks about annual rates. They 
do not buy annual rates. They buy wheat, grain, sorghums, at thirty- 
seven one-thousandths of a cent per bushel per day, and they make no 
guarantee as to how long the grain will stay in the warehouse. It is 
there for an indefinite period. It may be for 1 month, 2 months, a 
year, a year and a half, or more. 

Senator Humpnrey. In other words, the press release statements 
are made on the basis of annual rates; is that right? 

Mr. Laypourn. That is right. 

Senator Humpnrey. But the actual business transaction takes place 
on the basis of daily rates ? 

Mr. Layrourn. Daily rates. 
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Senator Humrnurey. And the daily rates are on the basis of cost 
per bushel; is that right ? 

Mr. Laysourn. That is right—that is correct. 

Senator Humpnrey. Therefore, the annual rate frequently is mis- 
leading; is it not ? 

Mr. Layzourn. That is right. Just to show you how that works, 
I have a press release somewhere in this file—I think that I can put 
it in the record—a Department of Agriculture press release from the 
Secretary of Agriculture’s Office. It states that this is going to save 
the farmers a lot of money. And it quoted 775 million bushels of 
grain that were stored in commercial warehouses at a cost to the 
farmers of $61 million, as 187 million bushels of grain were stored 
on the farms, and the farmers collected only $23 million. That looks 
like a grave injustice, 61 versus 23. 

When you figure that out, the farmer paid 8.1 cents per bushel on 
his 775 million bushels, and he got 12.3 cents per bushel. 

That is the kind of thing that we have had to put up with. It is 
misleading information, anything to fool the people or to mislead 
them. 

It looks to me like it has been one of these things which our indus- 
try has been picked out to be made some kind of an example, for 
whatever reason I do not know, and actually for no just cause. 

Senator Humpurey. I want to ask a question about some of these 
country elevators. Do not the farmers feel that they have an interest 
in those country elevators themselves ? 

Mr. Laypourn. I beg your pardon ? 

Senator Humpnurey. Do not the farmers feel that they have an in- 
terest in these country elevators ¢ 

Mr. Laysourn. They have a direct interest in the country elevators, 
yes. There are 2,700, as I understand it, farm cooperatives out of 
these 10,000 or 11,00 elevators. 

Senator Humpurey. So, actually, there is something to the state- 
ment that as you cut back their receipts, so to speak, particularly 
where it comes in the form of a definite rate, you do not help the 
individual farmer, you may injure him ? 

Mr. Laysourn. To that extent, the individual farmer’s earnings, 
or his part of the patronage refund, the dividends that he gets will 
definitely be affected. 

Senator Humpurey. What is your estimate, if you have one, Mr. 
Laybourn, as to the effect of the new rate upon the small country 
elevator? And let me tell you why I ask this question. The farmer 
must have grain storage, so long as you have a price support program. 

Mr. Layxsourn. That is right. 

Senator Humpurey. Therefore, the grain storage facility is really 
the heart and core of the price support program. It is the only way 
you can operate. 

Mr. Layzsourn. It is the backbone. 

Senator Humpurey. Does the new rate, in your mind, permit the 
large numbers of small elevators that are located conveniently through- 
out the Nation for the farmers to stay in business ? 

Mr. Laysourn. I would say this that I think that most of them 
will be seriously affected. You remember the earned chart that I had 
before. I will not try to take you through it again, but exhibit D 
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is the one I am referring to. That built on 16.8. If you will take 
your pencil and put out to the side 13.5 

Senator Humpnurey. Yes. 

Mr. Laysourn. Let me just show you. 

Senator Humpnurey. I have it. 

Mr. Layspourn. And then if you will subtract from it 13.1, you 
come up with 0.4 percent, which is the profit. 

Senator Humpurey. 0.4 per bushel before taxes? 

Mr. Laypourn. Yes. There is no margin in there for interest on 
the investment or any margin for carrying the risk or anything, 
except that 0.4. 

Senator Humpurey. What about replacement, and depreciation? 

Mr. Laypourn. Yes, depreciation is in there. 

Senator Humenrey. That is in there? 

Mr. Laysourn. It will include depreciation charges, so that they 
can make repairs and, presumably, keep the plant in good shape, but 
that is what happens to you. This is on just as close a break-even 
basis as possible on the average country elevator. That is what we 
have. On the basis of this 13.5 cents you will break even. 

Senator Humpurey. The terminal eleyator, of course, is another 
basic part of the total farm price support structure, but in each com- 
munity, the small country elevator is the original conduit, the first 
facility. There has to be some facility there, either Government or 
privately owned, to pick up the grain that is put under loan. 

Mr. Layspourn. Yes. 

Senator Humpurey. You cannot take it all to Duluth or to Kansas 
City—it has to be stored and taken care of in South Dakota or some 
place else. Farm folks do not like to haul grain long distances to 
storage. 

Mr. Layspourn. They will not do it today. They want to dump 
it just as quickly as possible. 

‘he modern technology of farming has so changed that the de- 
mands for space are , ling which are partly the result of that 
technology. 

You will remember with the wheat crop we used to shock the wheat, 
then take all fall to thresh it. 

Senator Humpurey. Yes. 

Mr. Laygpourn. But today you do not do that. You cut off the 
straw and it comes into the elevator and in about 8 or 9 days you are 
finished. That isall there isto it, 8 or 9 days. 

Take this elevator that you spoke of in South Dakota. If he gets 
into trouble it will effect the tax income of that community and that 
county. That is really important, because our counties out in the 
plains area are having a hard enough time, with so many people leav- 
ing the farm communities, the small towns outside of the county 
seats—everyone of them is having a struggle to maintain their pop- 
ulation, the value of their property, and their tax rolls. 

Senator Humpnrey. I know a little bit about that. We have a 
business in South Dakota. I have been watching what has been hap- 

ening to this business under the soil banks’ impact. We have a 
ittle difficult time finding customers where there are no houses. 

Mr. Laysourn. That is right. 
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Senator Humpurey. It is just an old-fashioned habit that they like 
to live under a roof, you know. 

Mr. Laygourn. Yes. 

Senator Humpurey. And when the land is under contract with the 
Government for 10 years, you are shy of customers. 

Mr. Laysourn. That is correct. 

Senator Humpnrey. You seldom see anybody from the Department 
of Agriculture come into the local place of Sinisechs, 

Mr. Laysourn. They do not spend much money in our counties. 

Senator Humrurey. So I am interested as a citizen and as a Sen- 
ator, not to have everybody move to New York or Kansas City or to 
Minneapolis. I like to see the population dispersed a little bit. I 
feel that it is reasonable to hope that you can have facilities around 
the countryside that will encourage people to live there, and to make 
a living in that area. 

That is why I possess a rather old-fashioned philosophy about hav- 
ing a large number of independent enterprises scattered throughout 
the country to provide essential services for the population of our 
country. However, I am worried when I think about any pricing 
mechanism that leaves the small entrepreneur on a survival margin 
basis, and that if everything works well. 

What happens if the country elevator goes out of business? There 

1as to be an elevator somewhere along the line, unless we can build 
2 pipeline to send the wheat through. Maybe we will be able to do 
that after a while. 

Mr. Laysourn. Has it ever occurred to you that maybe you have 
some ambitious people over there in the Department who would like 
to run the whole an 

Senator Humpnunrey. I do not want to impugn their motives, but 
I know that every man has a job to do and he wants to do it as he sees 
it. I think that the Commodity Credit Corporation boys feel that 
they have a tremendous job to do. They are criticized for the high 
costs of the programs. We have a bad situation in agriculture today. 
Everybody is looking for a back on which they can put the blame. 

What does the Department say as to the profits of the average 
elevator ¢ 

Mr. Laysourn. They have never said. They announced the rate 
of 13.5 cents and just said, “take it or leave it.” 

Senator Humpnrey. What do they think you are entitled to? I 
think that we have a right to ask people in Government what a man 
is entitled to, whether he is earning a fair investment on his time 
and labor. Have they ever given you a figure ? 

Mr. Layzourn. Other than this, that is all they have ever come 
up with. 

Senator Humpnurey. I think that is something that we ought to 
look into. I happen to believe that before people are saddled with 

rates—I am not saying that the rates may not be justifiable—the 
Department should know how the rates will affect the people 
concerned. 

Mr. Laysourn. You know, when you take median rate and the 
median costs right through the middle of the rates, you know imme- 
diately that 50 percent of the elevators of the country are going 
to have costs that are higher than that and 50 percent of them are 
going to have costs that are lower than that. 
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My feeling is based on the age-old history of this business and the 
need for unifor mity throughout: and across the Nation, in the way that 
you treat people under the warehouse rec eipt law and things of that 
kind, that it would be impossible to put into effect a bid basis where 
some fellow in the conmunity—you mentioned Redfield—suppose that 
the man in Redfield put a bid in and the fellow in a town 30 miles 
away put in a lower bid, where would it go—it would have to go to 
the lowest bid. The General Accounting Office would see to that. 
They would criticize it if it was not put into the lower cost place first. 

The theory and philosophy of w arehousing has always been treat- 
ment alike to the customer, no differential in cost of the service to 
the customer. And then they say to him, “Buddy, it is up to you to 
make as much off of it as you can. If you are an efficient operator 
you can do it. If you are an inefficient operator, you will go broke.” 
And you will be the first one to know it, because they look right down 
your throat. 

I would like to say one more thing, Senator Humphrey. 

You mentioned keeping the grain in the country. That is one of 
the important things that we want to do, and to see that the country 
people are given a fair break but let us not forget, also, that. we have 
a very, very important part of this entire pipeline, the terminal 
operator, those at Duluth and Minneapolis and the like, and their costs 
because of union labor and urban locations, are considerably higher 
than are the costs of the country elevators. 

Senator Humpurey. My point about the terminal facilities is that 
they are privately owned. 

Mr. Laygpourn. Yes. 

Senator Humpurey. Obviously, we need them. The point is that 
if you have a pricing practice which works a bankrupting hardship 
upon the individual private, or cooperative country elevator, sooner 
or later you will have to have something that will replace it. If the 
local elevator cannot make a profit, and there are still farm producers 
in the area, somebody else will have to build an elevator and it may 
be the Government. The point is that if you get a proliferation of 
small Government facilities at the grassroots Tevel, it may be that 
the terminal elevator will be the next in line for financial trouble. 

Mr. Layzpourn. You are right. 

Senator Humrurey. Because, if the Government should adopt 
policies that hurt the small country warehousemen so much that they 
are driven out of business, those same policies could also hurt the busi- 
ness at the head of the line, the terminal elevator. 

Mr. Larzourn. I understand. 

Senator Humpurey. I am concerned about this picture. 

Mr. Laynourn. You and I see this thing alike, I believe. If you 
will look at the Commodity Credit Corpor ation charter, you will find 
that they have the authority and the power to take over railroad-owned 
elevators, for example, that are under lease now—they have the 
power to take it over under their charter arrangement—they can do 
that. We have never—this Government has never given the kind of 
power to a Government organization as we have given to the Com- 
modity Credit Corporation. 

Senator Humpnrey. All governmental agencies have tremendous 
power. I willturn the questioning over to committee counsel. 
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Mr. Scumipr. Ihave a couple of questions here. 

Referring to your exhibit B, to chart VII, I appreciate the fact 
that you take exception to the terms “annual earnings” and “annual 
rates,” but in your chart you do use the yearly return. 

(The document referred to will be found in the appendix at p. 551.) 

Mr. Laysourn. That is right. 

Mr. Scumipr. First, as to “indirect cost,” in column 3, I should like 
to ask whether that figure was part of the Ohio agricultural study by 
Dr. Sharp? 

Mr. Laysourn. Yes; that is right. 

Mr. Scumipr. The indirect costs that I am talking about were sup- 
plied by Dr. Sharp? 

Mr. Layzourn. I cannot answer that. His note reads down at the 
bottom and says, “This indirect cost made up as follows: 1.5 cents for 
shrinkage; 0.75 cent for deterioration; and 2.75 cents for return on 
investment.” 

Whether that is an assumed proper indirect cost or not I cannot 
answer. 

Mr. Scumivr. Footnote 2 also says that it was taken from a study 
by Dr. Sharp. Footnote 3 does not indicate where it came from. 
I wondered if this was part of his study. 

Mr. Laysourn. No. This is all his statement, this entire thing 
is Dr. Sharp’s. 

Mr. Scumipr. I noticed that on page 171 of the proceedings of the 
town hall meeting in Kansas City he included in his direct costs, 
which would be in column 2 of the chart, interest rate on capital 
investment, roughly three-fourths of a cent per bushel for storage. 
That was part of the cost that was presented at Kansas City. Here 
we havea return on investment as part of the indirect cost. 

Mr. Laysovurn. I understand that. I am not quite sure of this, 
but I believe that the figures that were presented in Kansas City on 
this study were later in the following days revised. 

He told me that in order to get that material ready that the group 
of men who were working on this had to work 20 hours a day in 
order to get it ready to present to the town hall meeting. I cannot 
say whether or not there was some revision in these tables. 

Mr. Scumipr. I notice that the direct cost was the same in Kansas 
City, 12.5 cents a bushel, and it is here in this chart. 

My next question then is as to the yearly return proposition in 
this particular area, Ohio. I take it that the costs shown here are 
under the Uniform Grain Storage Agreement now in existence, and as 
to wheat it is 17.155 cents, and for corn it is 16.425. That is under 
the existing Uniform Grain Storage. And that would mean that only 
8 of these 27 elevators presently operating could operate at a profit 
under the grain storage program. 

Mr. Layzovrn. I have not checked it, but it looks, by a casual 
glance, that it would indicate that that is probably correct. 

Mr. Scumipr. Your organization’s proposal, again referring to the 
chart, shows an average rate of 19.2 cents a bushel. Applying that, 
we still have 13 of the Ohio elevators losing money, and 2 of them 
breaking even. 

Mr. Layrorrn. I think that is right. 
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Mr. Scumipr. According to that, they could not afford to stay in 
business, even under your proposal. 

Mr. Layzourn. They cannot as far as storage is concerned. Please 
bear in mind that this is strictly the storage part of the operation. 
Definitely they would know that that portion of their business is un- 
profitable, but most of these elevators also have a business of grain 
merchandising, feed manufacturing and distribution, and things of 
that kind. So do not think that it will have quite the same effect on 
these Ohio elevators as it might have in other areas where you do not 
have quite as good a volume of merchandising and other types of 
business to support you. 

The other thing that I would like to correct about the statement 
you just made, Mr. Schmidt, is that in our proposal at Kansas City, 
while the chart shows 19.2, we did not propose 19.2. We said that 
we would settle for the existing contract—we would settle for the 
existing contract, I repeat, except in those areas where a differential 
was indicated by cost studies. 

I will say that Ohio definitely looks like it needs some consideration 
in that respect. 

Mr. Scumipr. What would you say that Ohio would have to have 
in order to have the rates to be fair? 

Mr. Laysourn. If you talk about averages, the only thing that I 
could do is to rely on Dr. Sharp’s figures, because I have no personal 
information about Ohio. On that basis, I would say that Ohio would 
have to have about 17.5 cents, according to this study, even on the 
average, and even that would recognize the fact that you have some 
storage houses in here that would not be able to break even. 

Mr. Scumipr. You would still have roughly 18 of these 27 elevators 
losing money ? 

Mr. Layspourn. You would have more than one-half of them—about 
two-thirds of them. 

Mr. Scumipr. That is all. 

Senator Humpurey. Do you mean losing money on one part of their 
operations ? 

Mr. Laypourn. Yes, one part of their business. 

Senator Humpnurey. They always have some other business in the 
area on which they do not lose money. If you are in the storage busi- 
ness alone, that is one thing, but if you are in the business with storage 
as part of the general operation, that is another thing. 

Mr. Laypourn. Yes. 

Senator Humpurey. First, you cannot run an elevator without 
storage. 

Mr. Laysourn. Today you have to have it, because you cannot get 
boxcars to keep the grain moving at harvesttime, so that you can keep 
ahead of the machines. 

Senator Humpurey. I am familiar with a little country elevator in 
the old hometown where I used to live. It does not do much storage 
business, but it does a lot of feed business for the poultry and cattle and 
hogs, which are the basis of the economy of that section. They use 
small grain. They do a tremendous amount of mixing and processing 
of feeds. And they have the general services that are needed for that 
kind of an economy. That is where they make most of their money. 

Mr. Laypourn. Yes, sir. Most of these small country elevators have 
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developed to the point where they have become pretty good business- 
men in this merchandising of feeds. Most of them today: and I think 
that the trend is going to be more in that direction—will take on the 
actual manufacturing and processing of feeds at the county level and 
buy their concentrates from the large manufacturers, like Purina and 
other well-known manufacturers; they will get the concentrates and 
put them together into a balanced feeding ration and sell it at the 
country elevator. 

I know that trend is coming in our part of the country. 

I was about to explain that I was not a member of the 18-man nego- 
tiating committee, and so I cannot make any public st ,tement from 
intimate knowledge as to why there was any breakdown of the nego- 
tiations there. 

There has never been given any real explanation as to why they 
broke down. 

Senator Humpurey. The negotiations indicated that there was a 
little difference. 

Mr. Laynourn. May I correct it. The so-called negotiations. 

Senator Humpnrey. I think that the record ought to be manifestly 
clear about this thing. I have no idea whether the rates that the Gov- 
ernment has set are right or wrong. I do not think they know, either. 
I have been watching to see what happened in the negotiations. I have 
never heard of negotiations about anything where they announce the 
figures ahead of time, and then they negotiate. And the same figures 
you start with come out at the end of the negotiations. 

Mr. Laynourn. Yes. This is, as we say in the trade, that the rates 
were settled by proclamation. 

Senator Humpurey. There is just one other point that I think 
ought to be made clear. I know that everybody is interested in what 
we call the consumer interest. Ever vbody is a consumer. But there 
is a philosophy going around the country that apparently it is in error 
or wrong for a man to really make a profit. 

A wor rkingman expects a good wage. And I am for him getting one, 
maybe more so than some others. 

The schoolteacher likes to get a little pay increase. Even around the 
Senate occasionally we like to get a pay increase. Everybody wants 
something for themselves, but “when it comes to the merchant who 
wants to make a reasonable profit on his goods, somebody says, “Watch 
out, you have got to protect the consumer.” 

And of course the warehouseman wants to make a reasonable profit 
on storage. And somebody says that you have to protect the taxpayer. 

Who are these taxpay ers? Who are these consumers ? 

Everybody is a taxpayer today, believe me—there is no way out 
of it. 

Mr. Larsrourn. Nobody is exempt. 

Senator HumPnrey. And everybody isa consumer. What I am try- 
ing to say is that no effort is made to differentiate between the people 
who perform the services on the one hand, and the taxpayer, and 
the people who sell or process goods on one hand and the consumer. 

Price gouging is one thing, and exorbitant profiteering is in the 
same category. But I have been interested, for example, in the en- 
forcement of the Robinson-Patman Act. I do not want to see this 
country operated by just a handful of big mail-order houses. I am 
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opposed to that. I make no bones about it. I do not want it operated 
by just a handful of big chainstore operators. 

I would like to see the countr y operate under economic conditions 
that permit independent merchants to stay in business, and the only 
way this can be possible is if they have a chance to make a reasonable 
profit on their investment. 

And as soon as I say that, somebody comes up and says, “You want 
to make the consumer pay more.” 

Who is it that ultimately becomes the consumer? The fellow that 
runs that hardware store, that drugstore, that grocery store, and that 
feed shop. That is the person. 

The same is true of your business. There is no doubt but that some 
people in your business have been profiteering. I think that the facts 
reveal that. But by the same token, I think we have to ask ourselves 
the question when a rate is established, as to whether it is economical. 
Theoretically, you ean prove that with a low rate you can handle all 
of this grain. 

Mr. Laysourn. Yes. 

Senator Humpnurey. That is, theoretically. I do not think that you 
ever actually could, but theoretically you could. The No. 1 question 
is, if you havea rate that is so low that it discriminates for all practical 
purposes against a large number, how do you operate the entire pro- 
gram? And No. 2, what does it do to the social base of our community 
life ? 

These are factors that no one wants to take into consideration. 

I have been a voice in the wilderness talking about people making a 
living inasmall town. Everybody wants people to live in the countr > 
but nobody wants anyone out in the country to earn a decent living. I 
do not know how you can condemn the urbanization around big cities, 
and on the other hand make it so that it is impossible to earn a fair 
income in the country. 

That is my sermon for the day. 

Sociologically, I happen to be opposed to the constant growth of big- 
ness in this country at the expense of what I call an equitable soci ial 
structure. 

Is there anything else that you have to present, Mr. Laybourn ? 

Mr. Layrourn. No, thank you. 

Senator Humpurey. We will recess this hearing subject to the call of 
the Chair. 

(Whereupon, at 12:30 p.m., the hearing recessed, subject to the call 
of the Chair.) 











INVESTIGATION OF GRAIN STORAGE OPERATIONS OF 
THE COMMODITY CREDIT CORPORATION 


THURSDAY, MAY 26, 1960 


U.S. SENATE, 
SpectaAL INVESTIGATING SUBCOMMITTEE 
OF THE COMMITTEE ON AGRICULTURE AND Forestry, 
Washington, D.C. 

The speci ial subcommittee met, pursuant to call, at 10:45 a.m., in 
room 457, Old Senate Office Building, Senator Stuart Symington 
(chairman of the subcommittee) presiding. 

Present : Senators Symington and Cooper. 

Also present: Richard M. Schmidt, Jr., special counsel, and George 
M. Kopecky, professional staff. 

Senator Symineron (presiding). The meeting will come to order. 

By directive of the Senate Committee on Agriculture and Forestry, 
this special subcommittee has been studying the operations of the 
Commodity Credit Corporation and its administration of the Gov- 
ernment grain storage program. 

We have had testimony from officials of the Department of Agri- 
culture, the General Accounting Office, and various representatives 
of the grain trade. 

On March 28 last, invitations were issued to the National Federa- 
tion of Grain Cooperatives, the Grain and Feed Dealers National 
Association, the National Grain Trade Council, and other interested 
groups to appear before the subcommittee and give their views on 
the Government grain storage program. 

On April 28th last, testimony was received from representatives 
of the National Federation of Grain Co- operatives and the Coun- 
try Elevator Committee of the Kansas City Board of Trade. 

On May 17th, the Grain and Feed Dealers National Association 
presented their views. 

Today, we have representatives of the National Grain Trade Coun- 
cil and the Terminal Elevator Grain Merchants Association. 

The operation of the Government grain storage program is of 
great concern to all who are interested in the efficient conduct of 
Government affairs. 

With the ever-mounting size of surplus stocks and the resultant 
increase in cost to maintain these stocks, it is imperative that this 
program be given thorough study to insure that it is being oper- 
ated in the most efficient and economical manner possible. 

The Chair would like to apologize for being a bit late here, but 
these are rather rushing days in the Senate, and it was not possible 
for me to be here on time. 

Mr. Counsel, who is your first witness ? 
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Mr. Scumipr. Mr. William Brooks. 

Senator Symineron. Mr. Brooks, will you raise your right hand in 
accordance with the custom of the subcommittee ? 

Do you swear that the information you will give this committee 
will be the truth, the whole truth, and nothing but the truth, so help 
you God ? 

Mr. Brooxs. I do. 


TESTIMONY OF WILLIAM F. BROOKS, ATTORNEY, AND WASHING- 
TON REPRESENTATIVE FOR THE NATIONAL GRAIN TRADE 
COUNCIL, WASHINGTON, D.C. 


Senator Symineron. Do you have a prepared statement? 

Mr. Brooks. Mr. Chairman, I have a prepared statement, and in 
accordance with your rules here, it was submitted to the committee 
yesterday. I would like this to be part of the record. I shall at- 
tempt to shorten it, and at some points may depart from it to call 
your attention to certain things. 

Senator Symincton. Any way you desire to proceed. 

Mr. Brooxs. I am William F. Brooks. I have been counsel for 
this organization since 1947. At your invitation, Mr. Chairman, I 
am here to present the council’s views on the Government grain 
storage program. 

The council’s members are 29 organized grain exchanges and six 
national trade associations whose members’ businesses are connected 
with the grain industry. Mr. Laybourn, a representative of the 
Grain and Feed Dealers National Association, presented that group’s 
views to this subcommittee on May 17. 

Mr. Frank Theis is here with me today to present the views of 
another of our members, the Terminal Elevator Grain Merchants 
Association, on the Government’s grain storage program, and Mr. 
Roy Hendrickson, representing the National Federation of Grain 
Cooperatives, presented that group’s views to this subcommittee on 
April 28. 

The National Grain Trade Council was established in 1936 to 
succeed an informal organization, the Grain Committee on National 
Affairs. The council is an unincorporated association operating under 
a constitution and bylaws, providing, in part, as follows: 

SECTION 1. The purposes and objectives of this organization shall be— 

(a) To promote better understanding among the grain trade, Govern- 
ment agencies, and the public generally. 

(b) To advocate and defend, consistent with public interest, the principles 
and merits of open and competitive markets for the distribution of agri- 
cultural commodities. 

(c) To cooperate with other national trade associations and organizations. 

Sec. 2. In furtherance of the above objectives, this organization may— 

(a) Inform its members concerning developments in Government policies, 
both administrative and legislative, which may affect, or be of interest to, 
such members. 

(b) Make available a source through which interested Government agen- 
cies and congressional committees may obtain any dependable information 
they may desire relative to grain marketing and the grain trade. 

(c) Provide representation before governmental departments, bureaus, 


and commissions and congressional committees for members in such man- 
ner as may be authorized by the board of directors. 
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All our members are interested in minimizing, and when possible 
eliminating, impairments to the Nation’s low cost, competitive, highly 
efficient grain marketing system. No member, to my knowledge, of 
any market or association which is a council member, is exclusively 
and solely interested in the storage of grain—for the Government or 
anyone else. All our members are concerned by the scope, direction, 
and results of the Government’s grain programs. And all our mem- 
bers are becoming increasingly concerned by the direction in which 
the Government’s grain storage programs have gone and may go. 

In 1948 our views on these programs were presented to the Senate 
Committee on Agriculture and Forestry at hearings on the bill, 
S. 1322; in 1949, at hearings on the bill, S. 900; in 19: 50, at hearings on 
the bill, S. 2826; and in 1952, at hearings held pursuant to S. Res. 256. 
S. 1322’ was a bill to grant C ommodity. Credit Corporation a Federal 
charter. 5. 900 and 5. 2826 were bills to amend Commodity Credit 
Corporation’s charter. Under S. Res. 256, the Senate Committee on 
Agriculture and Forestry conducted an investigation of the storage 
and processing activities of the Commodity Credit Corporation. 

During hearings on the bill, S. 2826, a question arose as to the share 
of the consumer’s dollar the farmer receives. When testifying on that 
bill, I called the committee’s attention to the USDA Agriculture 
Information Bulletin, No. 4, published November 1949 and entitled 
“Price Spreads Between Farmers and Consumers.” 

This is the bulletin, Mr. Chairman. I call it to your attention and 
refer there to a chart at page 17. This chart t, covering grain products, 
shows that only 1.7 cents of the consumer’s dollar spent for grain 
products went to those persons who assemble and distribute grain as 
it move from farms into consumption. These persons, all of whom 
assume business risks, are country elevator operators, terminal elevator 
operators, cash grain commission merchants, grain brokers, futures 
commission merchants, and speculators. All these participate in the 
Nation’s highly complex and efficient grain marketing system under 
which producers of grain and consumers of grain products receive 
substantial benefits at such a low cost. 

These are the persons and firms who are members of the council’s 
market members and of the council’s association members. They and 
their markets and their associations and the council will continue to 
advocate and defend the principles and merits of open and competitive 
markets for the distribution of agricultural commodities. Open and 
competitive markets tend to assure orderly marketing. We agree 
with the philosophy and congressional policy of the Agricultural 
Marketing Act of 1946: 

Congress declares a sound, efficient, and privately operated system for dis- 
tributing and marketing agricultural products is essential to a prosperous 
agriculture and is indispensable to the maintenance of full employment and to 
the welfare, prosperity and health of the Nation * * *., 

The Government’s grain programs rely heavily on the efficient op- 
eration of this competitive grain marketing system. Wheat prices 
as registered at Kansas City, Minneapolis, and other terminal markets, 
play an important role in determining wheat loan levels. The market 
price of other grains as registered at these and other terminal markets 
are essential to the economic operation of Government sales programs 
and are meaningful as Government officials accept or reject bids cover- 
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ing sales, domestic and export. If these competitive market, values 
were not readily available, farmers, processors, buyers and sellers of 
grain and the Government would have no way of determining ¢ 
proper price level at which trading in grain should be conducted. 
Without these open and competitive grain markets orderly grain 
marketing would disappear and inevitably the Government would 
preempt the price-setting function. 

Senator Symineron. May I interrupt just a minute? 

Mr. Brooks. Yes, sir. 

Senator Symrncron. You were giving us an interesting and con- 
structive dissertation on the c omnetitive grain markets, and I certainly 
want to see competitive grain markets. ‘But we are talking about the 
problem of the cost of the storage of the grain. Would you tie 
those two together for us ? 

Mr. Brooks. Sir, we were asked to comment on the Government 
grain storage programs, and I do tie them together a little later, if 
you will bear with me. 

Senator Syminaton. Isee. You may go forward. 

Mr. Brooks. For a period extending from about 1918 through 1926, 
the Federal Trade Commission conducted a detailed investigation of 
all phases of the grain industry. Reports of this investigation are set 
forth in nine volumes, as follows: 

Volume I: County Grain Marketing (Sept. 15, 1920). 

Volume II: Terminal Grain Markets and Exchanges (Sept. 15, 
1920). 

Volume IIT: Terminal Grain Marketing (Dee. 21, 1921). 

Volume IV : Middlemen’s Profits and Margins (Sept. 26, 1923). 

Volume V: Future Trading Operations in Grain (Sept. 15, 1920). 

Volume VI: Prices of Grain and Grain Futures (Sept. 20, 1924). 

Volume VII: Effects of Future Trading (June 25, 1926). 

Two additional reports on the grain export trade were, after study, 
published as follows: 

Volume I: Interrelations and Profits (May 16, 1922). 

Volume IT: Speculation, Competition, and Prices (June 18, 1923). 

This Federal Trade Commission investigation of all phases of the 
grain industry was conducted to determine whether the grain industry, 
as the meatpacking industry, was operating in violation of the anti- 
trust laws. 

This Federal Trade Commission investigation of all phases of the 
grain industry are described by Murray Benedict, professor of agri- 
cultural economics, Giannini Foundation of Agricultural Economics, 
University of California, in “Farm Policies of the United States, 1790- 
1950” published under the sponsorship of the Twentieth Century Fund 
in 1953. At page 150 it reads as follows: 

A similar extensive investigation of the grain trade resulted in a series of 
volumes, the first of which appeared in September 1920, though the study as a 
whole was not completed and published until the middle of 1926. The grain 
trade investigation did not reveal a tightly knit combination such as had been 
shown in the meatpacking industry. The Commission, in fact, tended to empha- 
size the keenness of the competition in this phase of agricultural marketing. 
Attention centered chiefly on the economic significance of the dealings in grain 
futures, a phase little understood by farmers and one of which they had long 


been suspicious. Generally speaking, the investigation of the grain trade did 
not lead to clear-cut conclusions and recommendations as had been the case in 





r 
r 





ilues 
rs of 


ng a 
cted. 
rain 
ould 


con- 
Linly 
t the 
1 tie 


nent 
ry If 


996, 
n of 
e set 


15, 


idy, 


23). 

the 
try, 
nti- 


the 
gri- 
11¢s, 
'90- 
und 


s of 
as a 
rain 
been 
pha- 
ting. 
rain 
long 
did 
e in 


INVESTIGATION OF GRAIN STORAGE OPERATIONS 343 


the investigation of the meatpackers. The Commission did make some sugges- 
tions for change but none of very striking significance. 

Today, in 1960, competition within the grain industry is still keen. 
And the grain industry wishes to retain this keenness of competition. 
To retain this is becoming increasingly difficult as Government pro- 
grams and the Government are ever-present threats to further impair 
the grain-marketing system. 

For a number of reasons, including a desire to avoid direct Gov- 
ernment competition, the grain warehousing industry, cooperative 
and noncooperative, has expanded the Nation’s private grain ware- 
housing capacity. That grain farmers and the Government may use 
this expanded grain warehouse capacity to its maximum, grain ware- 
housemen have entered into grain storage agreements with Commodity 
Credit Corporation. The terms and conditions of these contracts are 
uniform throughout the country. The rates for services, receiving, 
warehousing, and loading out have in the past varied by area and 
commodities. 

The grain industry endorses the principle of having available for 
Commodity Credit Corporation a warehousing agreement which is 
uniform throughout the country as to terms and conditions. Within 
each State, warehousing practices are uniform. Warehouses licensed 
under the United States Warehouse Act are subject to uniform rules 
and regulations established under that act. Under a uniform agree- 
ment, Government property receives uniform and adequate protec- 
tion as has been from time to time recommended by congressional 
committees. 

The entire grain industry, including the grain warehousing indus- 
try, believes that if legislation to require (1) that Government facili- 
ties be used to store surplus commodities before private facilities could 
be used; or (2) that Commodity Credit Corporation store surplus 
commodities at rates and places determined after calling for and 
receiving bids for this service; or (3) that Commodity Credit Corpo- 
ration renegotiate individual warehouse charges where Government 
grain may be stored; or (4) that any technique other than a uniform 
agreement be used is to be considered, the grain industry and other 
industries which participate in the marketing of agricultural com- 
modities should be heard by appropriate committees of Congress. We 
believe that any of the proposals enumerated above constitute a grave 
threat to the orderly, competitive marketing of agricultural com- 
modities. 

The charter of Commodity Credit Corporation—and the general 
farm law provides that determinations under that law shall not be 
inconsistent with the Charter Act—does contain some safeguards 
against impairment of the orderly, competitive marketing of agri- 
cultural commodities. These become no safeguards at all when one 
studies the implications of a House-approved floor amendment to the 
1961 agricultural appropriations bill. 

This amendment, which the Senate Committee on Appropriations 
struck from the bill last week, attempts to require that Renmtanent> 
owned facilities be used to store surplus commodities and to prevent 
Commodity Credit Corporation from using the usual and customary 
channels, facilities, and arrangements of trade and commerce in the 
warehousing of commodities. 
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Parenthetically, I might add, Mr. Chairman, that the action of the 
Senate committee in striking this from the bill was approved by the 
Senate and the bill, I understand, is now in conference. 

Senator Symrneron. Could Lask a question there? 

Mr. Brooks. Yes, sir. 

Senator Symincron. As I understand, you believe that you should 
have a uniform agreement for all people who store grain ? 

Mr. Brooks. I believe that the terms and conditions under which 
Government grain is stored should be uniform throughout the coun- 
try ; yes, sir. 

‘Senator Symrneron. Including the price? 

Mr. Brooxs. The rates, I believe—I hesitate to use the word vari- 
able, because it has so many meanings. But up until this year, there 
have been area rates and commodity rates, depending on whether it be 
corn or wheat or oats or rye. 

Senator Symineton. Well, what I am getting at 

Mr. Brooxs. I would recommend the continuance of a procedure 
such as that as to rates. 

Senator Symineton. What I am getting at is, Do you think the rate 
should be established? You use the word here, “uniform.” Do you 
think a rate should be established regardless of cost ? 

Mr. Brooks. Well, cost to whom, sir? 

Senator Symineton. Cost to the person who is storing the grain. 

Mr. Brooxs. Well, I have a theory in this field which I adopt as a 
result of a number of exposures. The background of the grain ware- 
housing industry is one that has found this industry subject to vary- 
ing degrees of local State control. You have warehousing laws, some 
of which require that maximum rates be set by statute. Others re- 
quire that maximum rates be set by commissions. These are State 
laws. Other State laws require that you post your tariffs, and, having 
posted them, you cannot exceed them. 

Now, it is within this framework—these rates are set at the local 
level in view of the reasonableness of the local rates. I believe in this 
system. I believe in the system of having States be laboratories, as it 
were, for determining what kind of regulations you should use for 
businesses affected with a public interest, and that is the kind of busi- 
ness grain warehousing is. It is within that framework that I think 
rates should be set. 

I think that most people, back at local levels, looking upon the rea- 
sonableness of their situations in Kansas or Minnesota or North 
Dakota or Missouri can determine what maximum rates should be 
charged, taking in mind a lot of things, including the cost of operating. 

Senator Symineron. Are you saying that local people, say a county 
in my State, should tell the Federal Government what the rates should 
be for that particular district ? 

Mr. Brooxs. No, sir; I am not. 

Senator Symineron. Then should the State be able to tell the Fed- 
eral Government what the rates should be ? 

Mr. Brooxs. I say that the Federal Government can justifiably rely 
on local practices, including the maximum rates permitted to be 
charged by States, as the framework within which they should de- 
termine—the Federal Government should determine—what rates CCC 
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should pay, assuming there is a default on a loan and title passes to 
the Government on grain in storage. 

Senator Symineton. My question was, Do you think there should 
be a uniform rate regardless of cost to all the people who store grain 
on the part of the Federal Government ? 

Mr. Brooks. If it is broken down by areas to reflect the State-im- 
posed, State-set, State-regulated rates. 

Senator Symineron. Of course, we cannot operate something sub- 
ject to the approval of the States. That is not the way Federal money 
can be appropriated or expended. 

Now, suppose you have, in a State, a grain storage facility which, 
because it has been fully depreciated, or because when it was approved, 
the purchase price of it was very low, and therefore the cost of grain 
storage in that particular storage place was very low, we have had 
costs as low as 3 cents a pound, according to the General Accounting 
Office—3 cents a bushel, 1 am told. I ama pound man at heart, and I 
suppose we can only talk about that in milk. But we have had it under 
3 cents a bushel. 

Now, let us take a unit that has been built in the same locality at the 
request of the Department of Agriculture, fairly recently, so that the 
costs of the recent facility were a great deal higher than the costs of 
the other facility which might be in the same town. When you use the 
words, “uniform agreements,” do you mean that the price in both cases 
should be the same? I am not criticizing, I am just trying to follow 
your trend of thought. Do you believe that the Federal Government, 
through the Department of Agriculture, should pay each of those 
grain storage people the same amount of money per bushel for the 
storing of that grain ? 

Mr. Brooks. Provided it reflects those rates which the local State 
legislature or the local warehouse commission or custom seems to re- 
gard as reasonable. 

Senator Symineron. Well, then, what you are saying is that the 
Federal Government, through the Department of Agriculture, should 
follow the recommendations or the practices of the States; is that 
correct ? 

Mr. Brooks. Sir, I am saying this. I am going back to the charter 
of the Commodity Credit Corporation, which provides that in its 
operations it shall follow the usual and customary facilities and ar- 
rangements of trade or commerce. I am suggesting that the usual and 
customary facilities of trade and commerce in the warehousing busi- 
ness involves the use of State-set, State-approved, federally approved, 
or posted and therefore common law tariffs which must be observed. 

Senator Symrneton. Well, now, my next question is, you bring 
out 

Mr. Brooks. I might go back, if I may, Mr. Chairman, to your 
hypothetical situation, and point out that the risk assumed by both of 
these elevator operators is the same, irrespective of the kind of oper- 
ation they have. 

Senator Symineton. I am sorry that I cannot agree with you on 
that. Speaking as a businessman, if you are making a profit of two or 
three hundred percent, your risk is not as great as if you are making 
a profit of 2 percent or losing money. 

















346 INVESTIGATION OF GRAIN STORAGE OPERATIONS 


Mr. Brooxs. Mr. Theis will handle this term “profit” as you are 
using it. wrTG 

Senator Symrneron. I would say that profit is what you distribute 
to the stockholders and spend yourself after the costs. 

Mr. Brooks. He will take that up. 

Senator Symrneron. Let me ask another question. You also sug- 
gest the premise what we follow in effect is the philosophy of the 
customers or the recommendations of the locality and the States as a 
method for area establishment of rates. Do you question the renego- 
tiation? Iam only trying to find out what is in your mind. Do you 
question any renegotiation clause in the contract / 

Mr. Brooks. Very definitely. 

Senator Symineron. All right, sir. Will you proceed ? 

Mr. Brooxs. What are our views on this proposal of mandatory use 
of Government facilities to store surplus commodities? 

1. The congressional committees having jurisdiction over legislation 
affecting the Commodity Credit Corporation; that is, House Commit- 
tee on Banking and Currency and the Senate Committee on Agricul- 
ture and Forestry, have not considered this amendment which in fact 
amends the Commodity Credit Corporation’s charter. On those occa- 
sions in the past when these committees have considered legislation in 
this area, they have determined that requirements similar to those of 
the appropriation bill should not be imposed on Commodity Credit 
Corporation. 

Those committees in the Congress, after mature consideration of 
similar proposals, have provided in Commodity Credit Corporation’s 
charter: 

That nothing contained in this subsection shall limit the duty of the Corpora- 
tion, to the maximum extent practicable consistent with the fulfillment of the 
Corporation’s purposes and the effective and efficient conduct of its business, to 
utilize the usual and customary channels, facilities, and arrangements of trade 
and commerce in the warehousing of commodities. 

This amendment obviously violates, without amending, the plain 
language of Commodity Credit Corporation’s charter. 

2. Commencing in June 1949, the policy of the executive branch has 
been to regard its grain storage facilities for use only in emergencies. 
On June 7, the then Secretary of Agriculture, Mr. Brannan, in a press 
release stated in part: 

This CCO storage is intended to supplement existing facilities only to the extent 
necessary to help meet urgent current needs. The bins or other storage facilities 
on these sites, when not needed by the Corporation, will be subject to lease by 
farmers or groups of farmers. We regard the CCC bin purchase approach to the 
grain storage problem as a temporary measure, made necessary by the lack of 
time in which to meet situations which are immediately ahead. 

This is the press release, sir, if you would care to see it. I do not 
want to put it into the record. 

Mr. Scumipr. You do not want to put it into the record ? 

Mr. Brooxs. No; it has some value as an antique, I think. 

Under a number of programs approved by Congress, commercial 
grain storage facilities have increased to 4.2 billion bushels of capacity 
as compared to 1,250 million bushels of capacity in 1950. This expan- 
sion in part was in reliance on the plain language of Commodity Credit 
Corporation’s charter, quoted above, and in part on the executive 
branch’s continuing professed intentions that in the warehousing of 
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surplus grains the usual and customary channels, facilities, and 
arrangements of trade and commerce would be given priority. 

This amendment summarily overrules an 11-year executive prac- 
tice actually or impliedly approved by Congress as from time to time 
Congress has considered and adopted amendments to Commodity 
Credit Corporation’s charter. 

3. No hearings have been held by either the House Committee on 
Appropriations or the Senate Committee on Appropriations to obtain 
the views of interested parties affected by the amendment. 

Since the language of the amendment is not limited to such grain 
storage facilities as are owned by the Government, but extends to 
all Government-owned facilities in which surplus commodities might 
be stored, the scope of the amendment is so great as to require Com- 
modity Credit Corporation to completely nationalize the warehous- 
ing of any commodities which are in surplus. 

Therefore, if the amendment remains in the appropriations bill, the 
srivate business of warehousing commodities will have been con- 
busine’ by the U.S. Government without having offered warehouse- 
men an opportunity to be heard and without affording them any 
legal recourse for the loss of their property and business. 

4. No evidence is available that storage costs to Commodity Credit 
Corporation in Government. facilities are below the cost to the Gov- 
ernment of warehousing surplus commodities in the usual and cus- 
tomary channels, facilities and arrangements of trade and commerce. 

I might add parenthetically there that the grant of authority to 
the Commodity Credit Corporation to acquire interests in real estate 
to meet emergency situations is not at all like the philosophy in back 
of the legislation on which the TVA and REA and similar Govern- 
ment operations are based, one of which was to determine a yardstick 
at which private utility rates could be set. 

Grain stored in Government facilities is at best only preserved 
while in those facilities. Deterioration and quantity losses are at 
the expense of the Government. Only at additional expense to the 
Government beyond the cost of storage can the value of this grain be 
maintained. 

In my opinion, storing and warehousing are not synonymous. 

Government-owned grain stored in public warehouses is guaranteed 
against loss in quantity or deterioration in quality, whether this grain 
remains in store for a day, several days or several years. 

When Government grain is stored in warehouses those warehouses 
create or maintain value in this Government grain, all to the benefit of 
the farmers, consumers, and the Government. 

5. Private warehouses pay local taxes, real and personal, local and 
State franchise taxes, and State and Federal income taxes. 

If the amendment becomes law, these warehousemen cannot compete 
with the Federal Government, all to the financial detriment of local 
and State governments and to the financial detriment of the United 
States. 

6. If any Member or any Members of Congress wish to nationalize 
the assembly and distribution of agricultural commodities, we sug- 
gest that he or they introduce bills to this end; that appropriate legis- 
lative committees hold hearings on their proposals, and that after 

58385—60——2: 
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full hearing, those committees have the Congress on the basis of 
evidence introduced at these hearings, determine whether now, or at 
any time in the foreseeable future, the food and fiber industries of 
the United States shall be nation: alized. 

I am glad to attempt to answer any questions the committee may 
have on the Government’s grain storage program. 

Senator Symineron. Thank you very much for your interesting 
statement, Mr. Brooks. 

Mr. Counsel, have you any questions? 

Mr. Scumipr. I have no questions. 

Senator Symineron. We appreciate your coming before the com- 
mittee to present your thoughts here today. 

Mr. Brooks. Thank you, “Mr. Chairman. 

With me, as I said earlier, is Mr. Frank A. Theis, who will present 
the views of another of our members, the Terminal Elevator Grain 
Merchants Association. With Mr. Theis this morning are a number of 
directors of that association whom if the chairman would permit, I 
would like to introduce to you, sir, and others representing terminal 
market points. 

Senator Syminaton. You may proceed. 

Mr. Brooks. Mr. Donald Fraser, who happens to be chairman of 
the National Grain Trade Council’s board, and the director in Minne- 
apolis of Mr. Theis’ group. 

We have, . Mr. Charles Summers, director from Hutchinson, 
Kans.; Mr. Sam Rice, Jr., director from Toledo; Mr. Ernest FE. 
French, director from Wichita, Kans.; Mr. R. C. Woodworth, director 
from Albany, N.Y.: Mr. Orville Fisher, director representing Duluth, 
Minn.; Mr. Gerry DuRant, a director representing Buffalo, N.Y. 

ara addition to these, from Fort W ayne, Ind., Mr. Sam Hunt; from 

Joseph, Mo., Mr. Arthur Frank; from Minneapolis, Minn., Mr. 
Ht H. Tearse, Jr.; Mr. Robert Serumgard, and Mr. F. P. Heffelfinger. 

From Salina, Kans., Mr. Ed Morgenstern. 

From St. Louis, Mo., Mr. Arnold Schneider, James Hogan, and Mr. 
Donald Bidgood. 

From Indianapolis, Ind., Mr. Ralph Brown, and from Kansas City, 
Mo., in addition to Mr. Theis, Mr. Jerry Cossette. 

Mr. Scumipt. Mr. Brooks, will you make sure the reporter gets the 
list ? 

Mr. Brooks. I shall do that. 

Senator Symineron. Thank you very much, Mr. Brooks 

Who is your next witness, Mr. Counsel ? 

Mr. Scratipr. Mr. Theis. 

Senator Syminoron. Mr. Theis, do you swear that the information 
given the subcommittee this morning is the truth, the whole truth, and 
nothing but the truth, so help you God ? 

Mr. Tuets. I do. 


TESTIMONY OF FRANK A. THEIS, PRESIDENT, TERMINAL ELEVA- 
TOR GRAIN MERCHANTS ASSOCIATION, KANSAS CITY, MO. 


Senator Symineton. Do you havea prepared statement ? 
Mr. Tuets. I do, sir. 


Senator Syminetron. Would you like to read it? 
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Mr. Tues. I would like to have the privilege of reading, if you 
please, sir, as maybe some questions that come to your mind or coun- 
sel’s mind as we go along may be answered later in the statement. 
However, I shall be glad to return and answer any question at any 
time, or even if you w ant to catch the point at that time. 

Senator Syminocron. Very well, sir. 

Mr. Tues. My name is Frank A. Theis. I am president of the 
Simonds-Shields-Theis Grain Co. in Kansas City, Mo. Our company 
is in its 76th year in the grain business, and personally, I am in my 
48th year of handling grain. I appear as president of the Terminal 
Elevator Grain Merchants Association, an important segment of the 
National Grain Trade Council. 

This association was organized in 1918. Its object, as set forth in 
the constitution, is as follows: 

For the purpose of cooperating with our Government and Food Administra- 
tion for the economie buying, handling, and distributing of our country’s grain 
by making available our terminal elevator facilities for that purpose. 

Any merchandiser of grain, whether person, firm or corporation, 
owning or operating a terminal grain elevator, is eligible for member- 
ship. The 19 directors of this association represent the following mar- 
kets or areas: 


Albany, N.Y. Milwaukee 
Amarillo Minneapolis 
Buffalo Wichita 
Chicago Omaha 
Cincinnati-Cleveland Pacific coast 
Duluth-Superior St. Joseph, Mo. 
Enid, Okla. St. Louis 

Fort Worth-Dallas Salina, Kans. 
Hutchinson, Kans. Toledo 


Kansas City 


I shall not read them, because they are in the statement. I am on 
happy that a number of my colleagues are here today. It gives me : 
little encouragement in what I am going to try to tell you, Mr. Chair- 
man, of our industry. 

Senator Symineron. You would not object to their interest in what 
they get in price for the storage of grain / 

Mr. Tuets. They are very interested, and you will hear that as I go 
along in speaking, sir. 

Senator Symrneron. We are very glad to have them with us this 
morning. 

Mr. Tuets. Our membership is composed of terminal operators, 
both propri ietary and cooperative, throughout the Grain Belt of the 
United States and at the main terminal and subterminal markets, and 
represents a total capacity for grain storage of nearly 1 billion 
bushels. The elevators in this category receive and ship grain pri- 
marily by rail and water. 

Our Terminal Elevator Grain Merchants Association is very proud 
of our record, first with the U.S. Grain Corporation during the First 
Wold War, second with the Farm Board and Grain Stabilization Cor- 
poration during 1929 to 1932, and we have cooperated to the fullest 
extent with various agencies of the Federal Government, including 
the Commodity Credit Corporation. 
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In addition to my personal experience as operator of a private grain 
firm, I have held various positions or affiliations with Government 
through which I have gained considerable experience. I was with 
the original Agricultural Adjustment Administration in 1933 and 
1934, holding the title of Chief, Grain Processing and Marketing 
Section, under Secretary of Agriculture Henry A. Wallace, and 
put into effect in 1933 the first subsidized movement of wheat and 
tiour under the marketing section of the agricultural act. In 1934 
I headed a special mission that Secretary Wallace appointed to go 
to Argentina to discuss participation in the International W heat 
Agreement. I was a member of the War Food Administration Ad- 
visory Committee in 1942; a member of Secretary Benson’s Wheat Ad- 
visory Committee, appointed in 1953; a member for 8 years of the 
Grain Research and Marketing Advisory Committee of the USDA; 
and a member since 1954 of the Grain Stor age Advisory Committee 
formed to aid the Administrator of ( ‘ommodity Stabilization Service 
in dealing with grain inventories and storage ‘problems. Also, since 
1938, I have been a member of the grain industry committee which has 
until this year negotiated storage rates with the Department of Agri- 
culture. I used the words “until this year” because, as you know, Mr. 
Chairman, the rates this year were not negotiated but proclaimed. 

Mr. Scumupr. May I interrupt just a moment? Will you, for the 
record, and as member of the Grain Storage Advisory Committee, just 
give a brief description of the duties of that committee ? 

Mr. Tuets. I shall be very happy to, sir. 

In 1954, Secretary Benson called a storage meeting in Omaha. He 
asked the entire company to understand the mounting surpluses and 
the necessity for more storage. The meeting was held by the then 
Administrator. I happened to be there representing our terminal 
people, and expressed the views of what our people would do to try 
to build more capacity to try to take care of this mounting surplus. 
The same thing was done for country areas, and so forth. 

At that time, the then Administrator conceived the idea of appoint- 
ing a committee, I think of 18, representing various segments of the 
industry and various areas who, since 1954, have diligently and 
honestly, in my opinion, endeav ored to counsel with the Administrator 
where the need for stor age may be, the movements of grain that might 
alleviate certain situations, and that sort of thing. 

We have had many, many meetings. We have advised, in some 
cases, that more farm storage was necessary. We have advised in 
some cases that more bins by Government and quonsets should be built 
by them. 

Senator Symrneron. More what? 

Mr. Tues. More bins and quonsets and farm storage. I mean of 
Government’s own storage. I think you know there is something close 
to a billion bushels that the Government now has, besides the storage 
that they have marked off on the James and the Hudson Rivers and 
on the Pacific coast. 

We have advised, we think, from an intelligent operational stand- 
point, helping the Government and assisting the Government to take 

care of their grain, as well as the oncoming crops that the farmer de- 
sires to have available to him, for loan purposes. 

Senator Symineron. Did you advise on the rates 4 
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Mr. Tuets. No, sir; at no time. You mean the rates of storage? 

Senator Symrneron. Yes. 

Mr. Tuets. No, sir. 

Senator Symineron. What do you mean when you say “The rates 
were not negotiated but proclaimed” ? 

Mr. Trrets. It is an entirely different subject, Mr. Chairman. 

Senator Symrneton. Are these two committees ? 

Mr. Tris. These are entirely different committees. One is a nego- 
tiating committee. 

Senator Symineron. I see. The Grain Industry Committee—I 
see. But you have been en a committee which has negotiated a price ? 

Mr. Tneis. Every one that CCC has had since 1938, sir. 

Senator Symineron. In negotiation ? 

Mr. Tuets. Yes, sir. 

Senator Symrneron. What did you mean by the phrase “were not 
negotiated but proclaimed” ? 

Mr. Tuets. We have, in this Committee, and there have been various 
people on the Committee—I happen to be one if there is any great 
compliment to it—happen to have been on the Committee since its 
inception, but we have tried to work out, and we think we have worked 
out, with meetings not only in the areas, but in the Committees, in 
trying to arrive at equitable and fair rates of storage, and, of course, 
in accordance with the contract’s responsibilities. 

These meetings have been held, as you have seen in the record, at 

various times, and there have been changes in personnel over the years. 
As I say, I have been on all of the negotiations. This time, however, 
we learned, after 5 months of negotiations, that what we had sug- 
gested, not only as a committee, but what had been recommended with 
complete unanimity of the people at the Kansas City meeting for 2 
days, where there were 1,000 grainmen in attendance giving their 
views of these rates as they had : suggested back in March, were not at 
all considered. 

All of that information which we had developed in 5 months was 
completely disregarded and we were told what the rates were going 
to be, on April 29, 

Senator Syatmneron. W: ell, in the past, you negotiated the rates. Is 
the implication there—and I am only asking for information—that 
there was a mutual agreement as to what the rate should be ? 

Mr. Tuts. There has always been a mutual agreement up to this 
year; yes, sir. 

Senator Symrneron. Well, how can the Government, with the tax- 
payers’ money, enter into a mutual agreement with a supplier as to 
what the rate will be? 

Is not the Government the decisive factor in establishing rate? 

Mr. Tuners. I may say they are always the decisive factor, of course. 

Senator Symrneron. I do not understand it. I am just thinking 
back to my business experience. I am trying to understand the differ- 
ence between negotiating and proclaiming. I think you want this 
clear for the record ? 

Mr. Tuets. I do. 

Senator Symrneron. Is the implication that the rate could only be 
set in the past with the approval of the grain storage people, and that 
now the Department has become independent # ¢ 
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Mr. Tuets. I say this, sir, and I shall try to clear it up in just a few 
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Senator Symineron. All right. 

Mr. Tue1s. Until this year, “by the advice and the statistics and the 
information that we, as an industry, country elevators, terminals, et | he 
cetera, were able to furnish to the various committees of the Govern- pi 
ment that we have dealt with, we have convinced them that the rates 
we were charging or had suggested to them—we did not always get | ti 
what we asked for, please understand that—have been historically he 
below what Mr. Brooks has described as State rates, or Federal 
rates. They have constantly been under those prescribed under those 
laws. But we have persuaded, for the use of the Government, that | sh 
really the things we suggested had some merit and they were con- 
sidered. But this year, what we suggested was not in the least con- | W 
sidered at all. Asa matter of fact, ‘it became very evident to us that | co 
they had in mind, back in December, about what kind of a cut they | TI 
were going to make in the rates. ag 

Senator Symineron. I only present to you for what it is worth, my | a « 
experience. I saw a good many products sold to the Government in | th 
the past and the rate was always proclaimed to me. Sometimes I | 
thought the price was very unfair. kn 

Also I got a price that I thought was a pretty good price; it was | un 
often renegotiated. So I still do not understand “the difference be- ow 
tween negotiating a price and proclaiming a price from the standpoint | In; 
of the Government's position with private industry in any field. If 
you would like, just for the record—I do not want to labor it—if you | cor 
would like to explain it a little more in the record, this point, I think | pa 
it would be constructive. Ag 

Mr. Tuets. Senator Symington, I realize you have had a lot of} * 
business experience. But I venture the opinion that your business | the 
experience has been negotiating on commodities or something that | har 
you are selling or something that you are manufacturing, whereas | abi 
we are servicing institutions. We were negotiating service to the lea 
Government. There isa great difference, in my opinion. 7 

Senator Symineron. Well, m: iy I respectfully say that there is] of 
very little that I have sold the Government where, if anything went | of | 
sour, I did not have to service in major fashion. tot: 

Mr. Tues. I may say we are in the same position. Our responsi | per 
bility is very, very definite. Ine 

Senator SymincTon. There are certain items you can sell without } cen 
service and I have sold those. There are certain items you can sell | the 
through service, and I have also sold those. Will you proceed ? I 

Senator Cooper. I have a question to ask, Mr. Chairman. cou 

Senator SymrNeron. Certainly. rat! 

Senator Cooper. While I have had no experience in supplying the | Mo: 
Government in anything, except my own services I hope, is it nota} N 
fact that prices for services are not proclaimed by the Government, the 
usually; that the prices of services, such as your group and other} Sg! 
groups ‘furnish, are arrived at either by bids or by negotiations! fign 
Is not that the usual practice ? Stai 

Mr. Tuets. That has been the usual situation, Senator Cooper. That] _ b 
is, we have negotiation, the Government has one idea, the industry Dak 
has another, and finally we come to some agreement. That is the} Pre’ 






reason you have negotiation, to get to an agreement. 
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But this particular year, we had ideas and they had ideas, and 
they simply put out the rate with no consideration at all. 

As a matter of fact, our meetings broke up, as you probably know. 

Senator Coorrer. I was not quite sure if my friend, the chairman 
here, was not arguing that there should be a “proclamation of prices 
paid by the Government for services or supplies. 

Senator Symineron. No; my point is that I just wanted clarifica- 
tion on the difference between the two phrases. {think you said there 
had been a 5-month discussion of rates. 

Mr. Tuets. I missed the question. 

Senator Syminecron. Was there any discussion of what the rates 
should be this year? 

Mr. Tuets. Yes, indeed, there was. But let me explain this to you. 
We first were negotiating the body of the contract, the substance of the 
contract, and the responsibilities and the things that were necessary. 
This year, we were presented with an entirely new uniform storage 
agreement. Previous years, there had been amendments. This was 
a “completely new one in December. I am talking about the body of 
the contract, itself. 

Our committee took the position, and I think rightly so, until we 
knew what our liability was going to be, we would not talk about rates 
until we got that information. As a matter of fact, that did not come 
out until the March hearings in Kansas City, and the final April hear- 
ings that we had here in Washington. 

Senator Symrneron. Mr. Theis, I want to emphasize to you, as my 
constituent and an outstanding citizen of my State, I do not have any 
particular approval of the present operations of the Department of 
Agriculture. I do not think that comes to you as any surprise. 

The Department of Agriculture is constantly stating, groaning to 
the people, about the cost of the farm program. It has ever since I 
have been on this committee. As a result of this constant groaning 
about the high cost of the farm program, the prices to the farmers, at 
least in my State, have been steadily reduc ed. 

When I first came to the Senate, the chairman of the Subcommittee 
of the Department of Agriculture, of the Appropriations Committee 
of the Senate on Agriculture, m: ide a speech in which he said that the 
total percentage of the farmers in this country was now down to 13 
percent. They were only getting around 6 percent of the national 
income. Today that 13 percent has been reduced to just over 12 per- 
cent, but that 12 percent is now only getting just over 3 percent of 
the national income, according to the latest figures. 

In other countries of the world, 90 percent of the people in most 
countries are in the production of food and there is no surplus— 
rather, there is the reverse. Their problem is hunger and famine in 
most of those countries. In our country, our problem i is surplus. 

Now, regardless of the reasons why, the income of the farmers of 
the United States, as against the rest of the population in the other 
segments of the economy, has been dropping steadily. Based on the 
figures in the Department, it dropped very heavily last year in my 
State. In Iowa, it dropped 28 percent: in Nebraska, 29; or vice versa. 

In South Dakota, it has dropped 35 percent in 1 year. In North 
Dakota, farm income has dropped 36 percent in 1 year, as against the 
previous year. 
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Now, when you have this type and character of catastrophic drop 
in income to the group in this country who are already the lowest 
pi ud people 1 in the United States, and when you have the Department 
of Agriculture always defending these drops on the ground that the 
farm program costs so muc h, if you are voing to represe nt, as I see it, 
all the people in your community, you have to look into it. In any 

case, that was the assignment given this subcommittee. 

With the help of the General Accounting Office, we are looking into 
it. We were told to do so. 

We know that your position in it is entirely proper and fair. But 
i want to point out to you that even today, in all the pros perity that 
is going on in America, the per capita income of the farmer is 
steadily dropping, saute the fact that the American income today 
is over $1,400 million a day, and is running at half wu trillion dollars 
a year, There has never been anything like it before in history. 

Nevertheless, the farmer, the man who produces, is getting con- 
siderably less than half the per capita income as compared to the non- 
farmer in the United States today. 

So, inasmuch as complaints have come into the committee, there- 
fore it was assigned to this subcommittee to investigate these com- 
plaints, and I make this little statement to show you what is in the 
back of our minds. We want to do whatever, in our opinion, is fair 
and right to all the people involved. 

Those are the facts in back of my mind to help the farmers of the 
United States. 

Senator Coorer. May I say a word there, Mr. Chairman ? 

We both serve on the Committee on Agriculture. I really believe 
that this advice, which bears upon the problems of agriculture has 
great value, although the basic questions regarding farm legislation 
are reserved to the Committee on Agriculture and Forestry. I think 
I can add a happy note, Mr. Chairman. While it is true that farm 
income throughout the United States has certainly gone down in re- 
lation to the income of labor, I am very happy to say that in my own 
State of Kentucky, individual net farm income has gone up somewhat 
in the last year, and average gross farm income has gone up each of 
the last 4 years. It is because of our crops. 

We have a particular crop, tobacco, which has brought in a good 
deal of income after the cost of production and marketing. 

I suggest that there are two reasons among others, why net farm 
income goes down. One is the cost of things which they buy, and 

certainly the cost of things which the farmers buy has been going up 
steadily since 1946. It went up about 33 percent from 1946 to 1953, 
and has gone up about 9 or 12 percent since that time. 

I suggest another reason is surpluses, the very matter about which 
we are talking today. There has been a great deal of criticism as 
the chairman said here, that has come from the Department of Agri- 
culture about the cost of the surplus. I can say it has come from 
every source. 

It has come from the papers, particularly those papers which have 
little knowledge of agriculture in the eastern and northeastern part 
of this country. It comes today from political attacks, even by my 
friend’s party. I point out in connection with the cost ‘of these sur- 
pluses, that 1f we did not support the price of farm products, and 
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did not take these commodities into loan and purchase, the farmers 
would not have as much income. 

The cost of taking these surpluses into loan and purchase has been 
— to the farmers. If we had not done that, they would not have 
1ad as much income. Those who criticize the costs of our surpluses, 
whether in my party or those who claim to be friends of the farmers, 
are not taking into account that the cost of taking those surpluses 
into loan or purchase has actually been an asset to the farmers. 

This point does not reach the problem of trying to do something 
about the question of supply and demand. But that, as I see it, is 
a problem that has not been met either by the Congress or the ad- 
ministration. 

Mr. Tuets. Thank you, Senator Cooper. 

May I proceed, Mr. ( ‘hairman? 

Senator Symincron. I shall make one comment on that to my 
good friend from Kentucky. If the Department of Agriculture 
would give the farmers in my State anything comparable to the 
parity price of the farmers of his State on that 1 major crop, much of 
what we have been discussing today would be theoretical. 

Senator Coorrr. I should say we have had the opportunity from 
year to year to do that in Congress. If Congress had wanted to 
adopt such a farm program, they could have adopted it. I can say 
for myself that I have supported such a program, but the Congress 
has not. 

I may say we are good friends and classmates. 

Senator Symineron. I know of nobody in the Senate for whom I 
have greater respect than Senator Cooper, and he has tobacco at 90 
yercent of parity. We can stop these hearings right now if you will 
just put that on corn and wheat. If you can sell the Secretary of 
Agriculture on this, Mr. Theis, we w ould not have much of a prob- 
lem—if you can get that parity for the crops of my farm territory, 
the State I represent. 

Mr. Tuets. Mr. Chairman, I would say if we have not been able 
to sell them on storage rates, we would not get very far with this 
other. 

I would like also to say, for selfish reasons, perhaps, there is no 
industry in America more interested in the good income to the pro- 
ducers of grain—I am speaking now of grain because that is our 
industry—than of our people. In other words, if we do not have a 
prosperous agriculture, we are not only affected in our industry, but 
our entire territory, and I agree with you on that point. 

I shall proceed. 

I was present during the entire 2 days of hearings in Kansas 
City, the transcript of which has been made a part of your record, 
as 1 understand it. 

(The document referred to may be found in the files of the sub- 
committee. ) 

Able and often eloquent remarks have been made by members of 
our industry in an attempt to bring a better degree of understanding 
to this problem, but so far, in vain. 

It is not unusual for the grain industry to find itself under at- 
tack. History shows it has been so at least since the days of Joseph 
in Egypt. The man who distributes food is in a hazardous occupa- 
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tion. Society calls us middlemen, recognizing that we stand directly 
between the desire of the producer for higher prices and the desire 
of the consumer for lower prices. If we could approach our occu- 
pation philosophically, we should realize that middlemen can never 
hope to please both sides. Since recorded time, middlemen—par- 
ticularly in the food business—have been a convenient target. 

This has been no less true in recent years. In 1948, for example, 
a Democratic Party campaign issue was made of the lack of storage 
space in which farmers could take advantage of the price-support 
program. There was enough truth in that charge to attract wide- 
spread attention because in that year there was insuflicient storage 
space for the tremendous harvests. 

Then, in the 1952 election, Secretary Brannan was attacked for 
setting rates that resulted in what was called exorbitant profits 
for the grain industry. (1 will show later that profits in that year, 
in our particular terminal group, were slightly more than 5 percent). 
The Agriculture Department’s tormentors then were Republicans. 

Now we are in the election year of 1960 and charges have again been 

made—this time by Democrats against the Republican administrators 
of agriculture. However, instead of standing up for its policies, the 
Department this year has fled in panic before the verbal guns of Con- 
gress and has tried to clothe their sell-out of the grain industr y in the 
respectable garb of a “comprehensive cost study.’ 

Thus the “damned-if- you-do, damned-if-you-don’t” dilemma of the 
grain industry is apparent. Mr. Marvin McLain, Assistant Secretary 
of the Department of Agriculture, has told Congress that it is OK now 
to cut grain storage rates because the Gov ernment has all the space 
it needs. We in the grain industry agree with his observation: It is 
certainly true that there are hundreds of millions of bushels of stor ge 
space existing today that are not needed at this moment. 

But what was the alternative—keeping in mind that this space was 
needed when it was built? What if we had heeded the counsel among 
us that we should beware of overbuilding, of expanding to the point 
that we here find ourselves today? The result of course would have 
been that farmers would not have had a place to store their grain and 
collect their support price, and you know as well as I do the political 
furor that would have been created. The other horn of the dilemma 
was the constant threat—indeed more than a threat, to the tune of 
nearly a billion bushels—that the Government itself would build 
storage in competition with the grain industry. Today there is legisla- 
tive pressure on the Department to use this Government-owned space 
to its maximum and to the exclusion of the normal channels of private 
commerce. 

Senator Syminetron. What are you referring to there ? 

Mr. Tuets. The so-called Yates amendment, of course, which is still 
in conference, as you know, sir. 

Senator Symineton. I want to make that point there because you 
are talking about a House bill, a House amendment, aren’t you? 

Mr. Tuets. Yes, sir. 

Senator Symrneron. When we discussed this informally, we pointed 
out that if people were allowed to make what appeared to the General 
Accounting Office and I must say to our subcommittee also, very heavy 
profits, and that there wasn’t some effort to tune in the cost as ‘against 
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the price, ultimately there would develop a very serious situation 
indeed. 

I have never discussed this matter in any way with my friend Con- 
gressman Yates, but the Department of Agriculture has consistently 
pointed out in urban communities that the high price support program 
and the cost of the overall farm program is one of the reasons for the 
price of food. 

And this is the reaction to that, perhaps, I don’t know, but we have 
said that there would be some people who would protest the storage 
program because the storage program, from the standpoint of cost 
has been so heavily protested by the Department of Agriculture. 

Mr. Tuets. I see. Of course, the legislative history of the so-called 
Yates amendment, the question was asked if there were two facilities 
in a certain location, one, an elevator as an example, and the other, 
Government storage bins or quonset huts, as the case might be, there 
was room or space in the Government buildings for more grain to be 
put in. But aes was Government grain in the other facilities pri- 
vately owned 

Senator SymineTon. You are bringing up the Yates amendment. 
Tam not bringing it up. 

Mr. Tuets. I am trying to answer your question. 

Senator Symineton. As long as you have, I would like to point out 
to you, it has been excluded in the Senate. 

Mr. Tuets. I know it, sir, but it still is in conference, we realize. 

Senator Symineron. All right. Once I had a friend whom I re- 
spected a lot because he was a great lawyer and a great Governor, and 
I respected him especially because he was my lawyer, and he used to 
have an expression, “If you stir up a bed of snakes, you have got to 
kill them.” 

I want to point out you brought up the Yates amendment, not the 
committee. 

Mr. Tuets. We hope it gets killed, sir. I do not relate this back- 
ground to make you tearful. There’s enough crying within our in- 
dustry to suffice for everyone. The point I wish to make is that we 
have recognized our relationship with Government to have been risky. 
We took the risk because there was a job to do and the storage rates 
were attractive enough to convince our banks that there was sense in 
doing it. 

It would seem reasonable to think that under the circumstances we 
would wish to see more surpluses and therefore greater need for our 
services. But the opposite is true. Grain firms are as displeased as 
other taxpayers at the present need for such services. Let me quote 
from a statement issued by the Terminal Elevator Association just 
last year, September 1959: 





Most grain companies are vigorous advocates of competitive, free-market agri- 
culture. Historically they are merchandisers of grain rather than public ware- 
housemen, with storage activities limited mainly to their own accounts, A har- 
vest moving through their facilities to domestic and foreign buyers not only has 
more profit potential than the same crop in storage, but requires far less invest- 
ment in buildings, equipment and labor. 

The solution for the taxpayer lies in eliminating the surpluses themselves by 
returning agriculture to a free and competitive basis. Realistically lower 
prices—that is, prices finding their own level relative to cost of efficient produc- 
tion—-would not only result in worldwide sale and consumption of each year’s 
production, but might well encourage demand for ever-larger U.S. harvests. 
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Mr. Scumipr. May I ask a question here? 

Mr. Tues. Yes, sir. 

Mr. Scumipr. This is the statement of policy of the Terminal Ele- 
vator Association which you have given ? 

Mr. Tuets. Yes,sir. Weare merchants, you understand. 

Mr. Scumipr. And let me ask you this: I take it by that you are 
advocating a free market for agriculture which would mean no re- 
strictions on production and no price supports, is that right ? 

Mr. Tuets. I mentioned a moment ago, and I happened to have been 
a member of Secretary Benson’s Advisory Committee, I was one on 
that committee that advocated—this is a personal idea—that advocated 
what is known as the domestic parity 0 I think you know what 
that is. And there are many ramifications of it. But in substance it 
means this. 

As I have defined it, and I don’t think anyone has ever used this 
term before, until I had spoken to the Secretary about it, I consider 
it an inverted tariff: that is, that the producer is entitled on weight 
to receive a full parity price, whatever that may be, on approximately 
50 percent of his production. Assuming now that we raise a billion 
bushels of wheat—— 

Mr. Scumipt. Mr. Theis, may ask, is that the stand set forth in this 
statement by your organization ¢ % 

Mr. Tues. No. You asked my opinion. 

Mr. Scumipt. No; I asked you whether this was the stand of the 
Terminal Elevator Association, to go to a completely free market in 
agriculture. 

Mr. Tuets. That is not a free market that I am explaining to you. 

Mr. Scumipt. No. But your statement says— 
returning agriculture to a free and competitive basis * * * prices finding their 
own level relative to costs of efficient production. 

Mr. Tuers. After the elimination of the surpluses. 

Mr. Scumipr. Let me ask you this: Does your organization also 
stand for a free and competitive basis for grain storage, in other 
words, throw it open to competitive bids? 

Mr. Tues. You mean with the Government ? 

Mr. Scumipt, Yes. 

Mr. Tues. I might say to you, sir, in the States where our com- 
pany operates, and “this is true in many States, there are laws and a 
maximum is set and the actual price is set by the State or Federal 
Government, and certainly in each and every one of them they have 
clauses in these laws that there shall be no discrimination. 

Now, what does discrimination mean in services of storage? If one 
man can put it in at a twentieth of a cent a day and another man at 
a half cent, you have discrimination. We are not permitted to do 
that. 

I am answering your question, Mr. Schmidt. 

Mr. Scuampr. I don’t think you are. 

Mr. Tuets. I am trying to. 

Mr. Scumipt. Go ahead. 

Mr. Tuets. I have finished. 

Mr. Scumipr. I am asking that since you are advocating a free 
and competitive market for agriculture, if you would be willing then 
to advocate a free and competitive market for grain stor age? For 
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Government storage to be thrown open to competitive bids? The 
subcommittee has taken no stand, but this has been raised by other 
investigating bodies and subcommittees of Congress. Wouldn’t that 
be a true and free and competitive basis for storage of Government 
surpluses, to put them on a competitive bid basis ¢ 

Mr. Tues. This isn’t a storage basis we are talking about. This 
is the free market of the merchandising of grain. 

Mr. Scumipr. As I take it here, you are advocating this for the 
producers of agricultural products on a free and competitive basis, 

Mr. 'THers, Yes. 

Mr. Scumipr, I ask you whether you also subscribe to their theory 
for your surplus ¢ 

Mr. Turis. After the surpluses are eliminated, or at least reduced 
to a manageable amount. 

Senator Symineron. I don’t understand this myself. I am just 
trying to follow the thinking of my counsel. 

As I follow it, you say that the prices find their own level relative to 
cost of efficient production. That is what is going on under the Depart- 
ment of Agriculture, and as a result millions of farmers have left the 
land. Now, what is sauce for the goose is sauce for the gander. I 
don’t happen to agree with this policy from the standpoint of either 
grain storage or the standpoint of the farmers, but if you are going 
to advocate it from the standpoint of production, why wouldn’t you 
advocate it from the standpoint of storage? Why wouldn’t you 
just have free competitive bidding? The farmer takes risks. You 
cant shift in and out—Mr. Brooks, will you let the witness hear me ! 
I can’t talk to the witness if you are talking to him at the same time, 
and I happen to know this witness. He comes from my State. He isa 
pretty intelligent fellow. 

Now, can I proceed to talk to you? We can’t have a three-cornered 
conversation. 

What is the difference between a free competitive market, prices 
finding their own level relative to cost of efficient production, return- 
ing agriculture to a free and competitive basis from the standpoint 
of the producer who is already, as you know, in deep trouble in the 
economy, and doing the same thing from the dmaelania of grain 
storage / 

Mr. Tuets. I didn’t quite complete my statement. 

Senator Symineron. I thought you had. Counsel had asked you if 
you had and you said you had. 

Mr. Tuers. I meant my statement. The statement is self-explain- 
ing. The so-called domestic parity price. I personally feel that 
where the production is getting a full parity price—I am speaking now 
of wheat, of wheat that is consumed in this country, domestic—by the 
so-called payment plan, that he would get that amount and allow the 
producers to raise all—they have got a complete record on every 
producer and county and State in the country. Allow him on 50 per- 
cent, or 500 million bushels of wheat—I am using a round figure— 
allow him to get full parity, then if he— 

Senator Symrneton. Is that 100 percent parity you recommend? 

Mr. Tuets. One hundred percent, yes, sir. And then if he wants 
to go ahead on his other 50 percent and continue to raise more wheat 
that his record has been on the allotments, then that in his chance. 
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That is what I am saying. So that he would be receiving in our 
economy, which we all know is a. protected, thank heavens, society 
of economy, he would be receiving the full relationship that you are 
talking about, Senator. 

Senator SyYMINGTON. I understand that.. We have bandied around 
the two-price plan for years in this committee. But I don’t think 
that your statement supports your personal position; that is all. 

Mr. Tue1s. What I am saying here, please understand, I think I 
have made it plain, when we issued this statement in September, we 
were trying to show to the public that we are not eager to continue 
this big volume of storage business. We, as merchants, want to get 
back into the merchandising business where we properly belong. 

Mr. Scumipr. Mr. Theis, our whole interest is in the statement ad- 
vocating free market conditions. This is certainly not domestic parity 
as shown by the resolution adopted by your group. 

Mr. Tuets. That is what comes when this goes into effect, the free 
market. 

Mr. Scumipr. Our question was why, then, wouldn’t you also advo- 
cate a free market for the person who stores the produce? That was 
our question. 

Now, you go ahead with your statement. 

Mr. Turis. Ihave a full’ copy of this text I referred to. 

Mr. Scumipt. We have been furnished with it. 

Mr. Tuets. Thank you very much. 

Mr. Chairman, if that seems to be an odd or contradictory position 
to have taken, let me explain some of the reasons behind it. Many of 
us in this business were preceded in it by our fathers, and in some 
cases by our grandfathers. Many of us also are pleased to see our 
sons associated with us, and in some cases even our grandsons. 

It is an old and respectable business. Some of us believe that. per- 
haps it takes a couple of generations really to become proficient in it. 
But while it is a complicated business, it is a highly competitive one— 
probably the most competitive of any field of endeavor in America 


today. Our profits on sales historically have been so low as to shock | 


profoundly those in other businesses who are accustomed to a margin 
on sales of 10 to 15 times what we ordinarily earn. 

I am talking about sales and merchandising. 

Withv olume merchandising we have been : able to maintain extr emely 
low margins. 

Our return on investment also has been modest, as I will prove in 
later testimony and exhibits. ‘Fhe makeup of that margin, however, 
has changed drastically in recent yeats under the impact of Govern- 


ment’s role in agriculture. If that margin on investment has been 10 


cents on the dollar over the years—and that figure is greatly exagger- 
atéd—then 9 cents of it 20 years ago was derived “from merchan- 
dising activities, buying grain at country producing locations through- 
out’ the country, assembling it, cleaning, grading, weighing, blending, 
and ‘transporting it, and fin: lly locating the markets here ‘and abroad 
that would reflect the highest possible income to the original pro- 
ducer.” ‘The other cent would have come from storage. 

‘Today, however, the Government becomes the owner of the great 
proportion of grain, leaving owr jndustry little opportunity to earn 
a livelihood through normal merchandising finetions. 
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As an example, in March a year ago, as a part of the work of our 
storage advisory committee to the U.S. Department of Agriculture, we 
made a survey of the storage situation in the terminal elevators in 
greater Kansas City, Wichita, Hutchinson, Salina, Topeka, and 
Atchison, Kans. 

That was the area I was representing, Mr. Chairman, on this Stor- 
age Advisory Committee. 

The consolidated report showed that out of a rated capacity of 
270,523,000 bushels, the amount of grain in the elevators was 227,427,- 
000 bushels, or 84.07 percent occupancy. Only 12,645,500 bushels or 
5.56 percent of the total stocks was owned by the companies operatin 
those elevators. Thus, 94.5 percent of the stocks were either own 
by CCC or were turned over to them on April 1, 1959. 

Mr. Scumipr. On this 12,600,000 bushels owned by the companies, 
this would be normal merchandising stock, is that right? 

Mr. Tues. It wouldn’t be normal. It would be the free wheat, 
as we speak of it in the trade, that we were able to merchandise, buy 
and sel] and move out. 

Mr. Scumipt. Do you have any statistics whatever to show what 
the rate of turnover would be on that in this particular example? 

Mr. Tuets. I can only speak for my own elevators, where we in 
our terminals used to turn over 5 to 6 times a year. We are very 
fortunate today if we turn over once. 

Mr. Scumipr. You mean you merchandise no more than that during 
the year? 

Mr. Turis. No. No. This was the amount of grain in those ele- 
vators at that time. 

Mr. Scumipr. Yes; but what part would be the merchandising 
stock ¢ 

Mr. Turts. That is the merchandising stock out of the whole. 

Mr. Scumipt. What would be the normal flow of that merchan- 
dising stock out of the elevator ? 

Mr. Tnets. It depends entirely upon the merchandising operation 
that is going on, either export or domestic. You could get no figure 
on that at all. I am merely telling you in my own case where we 
used to do a big turnover in volume, now we turn very little over in 
volume. 

Mr. Scumipt. In both terminal and country houses ? 

Mr. Tuts. The same thing is true of the country houses. We op- 
erate country elevators, too, I must add. 

The Government must maintain the value of these stockpiles and 
wisely employs the skill, experience and facilities of the grain indus- 
try. In order to do the storage job, grain firms have had to invest 
heavily. It is certain that these facilities could not be replaced for 
less than $3.5 billion. Up to the present time, we have been able to 
maintain a relatively constant level of return on that investment. But 
I dare say you would find 6 to 9 cents of that 10-cent margin derived 
today from storage. 

It is just the reverse. It is pretty close to it. I am very sorry to 
have to make that statement for my industry, too. It is terrific. 

The fact that a reasonable level of return has been possible under 
the storage rates has been largely responsible for the continued 
existence of this vital industry. 
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The Department’s rate cut, however, will not allow some firms to 
eurn a living. What I would dread to see emerge is a bleak picture 
of closings, f failures and bankruptcies, combinations and concentra- 
tions within the industry and elimination of the healthy competition 
that has characterized this business. Something of great value would 
be gone from the American scene. 

Mr. Chairman, expert testimony preceding me has revealed for the 
record of your committee most of the important aspects of our indus- 
try’s present plight, and it would be foolish of me to try to improve on 
it. I should like, however, to recapitulate some of the main points 
that have been developed and to add two or three which warrant 
attention. 

You heard excellent testimony from my fellow Kansas Citian, Mr. 
Joseph Gregg, on the fact that the Department’s proposed rate is 
totally inadequate to cover costs of handling grain at country 
elevators. 

You heard from Mr. Hendrickson the problems created by the 
Department for cooperative grain firms. He told also of the history of 
the Uniform Grain Storage Agreement, and how rates under it have 
increased more slowly than almost any national cost index for goods 
or services, and that those rates are presently lower for the Govern- 
ment than they are for all other elevator users in most of the areas 
where the majority of grain is stored. 

You have heard that our industry has been urged repeatedly by 
ee to expand and that we have—to the complete protection 

American farmers and their access to price support loans. In 
960, Mr. Chairman, CCC had storage agreements with commercial 
warehouses including our terminal industry covering 1,124 million 
bushels of capacity that is of ¢: apacity. Today that figure is 4,200 
million, or approximately four times as great. 

I would lke to say parenthetically, too, in this period, 1951 and 
1952, the Government was paying to the commercial industries some- 
thing less than $100 million for their stor age business, whereas in 1959 
the figures show now that they are paying our industry, country 
‘eiminals, and so forth, $411 million. 

You have also been shown that it is not the storage rates but the 
volume of surplus stored that has caused total storage payments to 
rise as they have. 

You know that in addition to its cut in rates, the Department has 
forced the grain industry to accept greater responsibilities which will 
add mater ially to our cost of doing business. 

You know that the Department has eliminated rate variations by 
area, even though the cost of storing grain varies considerably from 
one part of the country to another. 

Your record shows testimony by one of America’s leading firms 
of certified public accountants convincingly questioning the adequacy y 
and propriety of the conclusions drawn from the Department’ Ss so- 
called comprehensive cost study; that the Department’s allowance 
for labor under the new rate is ridiculously low; that their estimate 
of 50 cents per bushel as the cost of elevator construction is much 
less than what a reasonable ex: mination would show. 

Mr Scumunr. Mr. Theis, does your group have any kind cf survey 
as to construction costs showing actual construction costs? 
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Mr. Turis. Yes, sir. I have for my own. I don’t have for the 
whole industry except I can give you some general statements. 
Would you like to get it in the ree ord at this time ? 

Mr. Scuupr. If you submit them to us afterwards, we are inter- 
ested in studying them. I will state the Department gave us an esti- 
mate of 50 cents a bushel. Do you know what that is based on? 
Where they got the figure, in other words? 

Mr. Tues. I personally haven’t the least idea. 

Mr. Scumipr. Was this ever discussed in the negotiation session 
on the rates, the 50 cents? 

Mr. Turis. We were shown a description of what they proposed and 
how they calculated the 50-cent cost on a blackboard, and that was 
the figure that they gave us as their finding on it. Where they got 
the figure I can’t answer. 

Mr. Sciuomipr. You don’t know whether they got it out of their cost 
study ¢ 

Mr. Tiets. That is where it was supposed to have come from, yes. 

Mr. Scumipr. My question is, do you have any other cost studies to 
show that to be different ? 

Mr. Tnets. I only have our own information which I will be very 
glad to give you. 

Mr. Scumipr. I will ask you to submit it. 

Mr. Turis. 1 will ask Mr. Brooks to locate it in my things here. 

Senator Symrneron. Just submit it for the record at this point. 

Mr. Tiers. 1 could submit this. I have this right in my hand here. 
This comes from the largest and best-known firm of elevators and mill 
builders in the United States, Jones Hettelsater Construction Co. 
They made a comparison of the costs from 1940 up until the present 
time. A 100 million elevator with two scales and head house in 1940 
would cost us—the conventional type—$750,000. Today the cost of 
that elevator is $1,850,000. They go on up for each year. 

Mr. Scumipr. Are these taken from actual construction ? 

Mr. Turis. Yes, sir. This is a letter to me, addressed to me by this 
firm. 

Mr. Scummr. We would appreciate receiving anything you have 
on that for the record. 

Mr. Trets. I would like to go on for just a moment. <A 5-million 
bushel elevator with four scales and head house in 1940 cost $1,900,000. 

Senator Symrnaton. We will be glad to have you submit it for the 
record. My point is it is now 10 after 12. You have reviewed a lot 
of testimony in the past and we are about. half way through your 
statement. I don’t want to rush you at all, but I do think it w vould be 
better to put that in the record if we are going to get through today 
with the hearing, get through this morning. 

Mr. Tuets. Right. 

Senator Symineron. The record will be available to you. We will 
be glad to have it. 

Mr. Tuets. I happen to have my fingers on quickly this information 
on costs we have had—— 

Senator Symineron. The time is yours. 

Mr. Tuets. Thank you. Here is some building that we did our- 
selves. In 1931 we built a 1,300,000 conventional-type, silo type con- 


crete bin attached to a work house. The construction cost was 20 cents 
58H h--60 24 
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a bushel. In 1952, we built another series of tanks attached to a work 
house of one million bushels the construction cost was 70 cents a 
bushel. 

Here are some country elevators. A steel elevator built in Atwood, 
Kans., in 1956 cost 59.59 cents per bushel. In Nebraska a steel eleva- 
tor of 78,000 bushels cost 83.09 cents per bushel. A concrete elevator 
at Bruning, Nebr., 150,000 bushels, cost in 1958 67.32 cents. 

Now, that gives you some idea of what the costs are that we know 
we have paid out in our particular business. I will insert this whole 
thing. 

(Mr. Theis subsequently submitted the following document :) 

KANSAS City, Mo., March 4, 1959. 
Mr. FRANK A. THEIS, 
Simonds-Shields-Theis Grain Co. 
Kansas City, Mo. 


DeaR Mr. THEIS: In compliance with your request of February 20, we have 
checked on present day costs of grain elevators and storage as compared to 1952 
and costs of the same projects for 1949 and 1940. We estimate the approximate 
costs of grain elevators built at differnt times as follows: 
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1,500,000 bushel elevator with 2-scale headhouse: 
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The approximate cost of storage with conveyors only and not including any 
headhouse work is about as follows: 


Cost per 

bushel 
a ad i dk ae See ie ot She eae ce er $0. 69 
a a a al a a he le ee ale . 63 
acpi cdo gene vi ads ii hich isc eS il ie I a a I ig . 60 
ne ce i ee ae ee ani ty ARIA De Ade Seip th Eos odode sake amma ear coorib ate aaaee 55 
litte Sob tS) Ae) BOO el oa A eee oe . 30 


You will understand, of course, that this figure for storage is for additional 
storage only when added to a basic job. 

These figures are based on cost in Kansas City and include piling. We esti- 
mate that piling cost in Kansas City will run in the neighborhood of 5 cents to 
7 cents per bushel of storage. 

We hope that this information will be of some value to you and if we can be 
of any further service, please advise. 

Yours very truly, 
JONES HETTELSATER CONSTRUCTION CoO., 
E. C. BRACKNEY. 

Mr. Theis’ note : 

“These cost figures and the actual cost to my company for elevator construc- 
tion do not include the cost of land.” 


Mr. Brooxs. Mr. Chairman, could I confer with the witness a 


minute? 
Senator SymineTon. Sure. 
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Mr. Tuets. I am talking about accountants here. The accountants’ 
estimate of 50 cents a bushel for the cost of elevator construction is 
much less than a reasonable examination would show. 

That the Department’s allowance for a 6 percent return on invest- 
ment in facilities, based on average costs, simply guarantees that half 
of all the facilities in operation will not. be able to earn as much as 6 
percent (it is sheen that in the same week the Government’s 
Civil Aeronautics Board said airlines should earn 11 percent profit) ; 
that the Department’s proposed rate, to apply for one or more future 
years, but based on costs from as much as 4 years previously—I think 
that should be 3, if you would please correct it; I found that out 
last night—guarantees that rising costs will prevent warehousemen 
from approaching even the inadequate margins proposed by the 
Department. 

t has been argued that Government’s temporary allowance of rapid 
depreciation on new grain facilities amounted merely to a deferment 
of Federal taxes and not to any avoidance of them, and that criticism 
of that procedure is therefore unjustified, just as the Department’s 
refusal to include the cost of that factor in their study is unjustified. 

The record of the Kansas City meeting includes information a5 
another branch of the Department of Agriculture, under the U.S 
Warehouse Act, found that operating costs in Chicago justified a daily 
storage rate more than 65 percent higher than the Government’s new 
rate. And here is the figure which, of course, is hypothetical and which 
is theoretical, because we have no guarantee that there will be any 365- 
day use of our space at any time. But if grain was in an elevator 
for that period, under the Chicago rate as established by the Federal 
Department, it becomes 21.9 cents per year, against this 13.5 that the 
CCC has proposed to the industry. 

It shows that the Department's new rate is 26 percent less than the 
present rate for all other elevator users in my market in Kansas City. 
The new rate is 8 percent less than the Government’s 1952 rate in our 
area. 

The wheat rate isan example. I think we have spoken of an average 
of 19 percent. In area 3, which comprises the very largest area of 
wheat production and where wheat is stored, the reduction is 19.6 per- 
cent less. 

Imagine that—8 percent less than in 1952, while at the same time our 
costs of doing business have gone up substantially : iron and steel, since 
1952, has gone up 30 percent; labor, the largest. cost factor in the opera- 
tion of a grain elevator, has gone up 40 percent; by a survey of our 
terminal industry in my own area of Kansas City the labor cost in 
elevators has increased 44.3 percent since 1952, and we are now faced 
with the demand by the union for another increase; electric equipment 
is up 27 percent ; construction equipment is up 33 percent; interest 

rates are up 67 percent, and I might add practically all of a grain man’s 
inventories are financed outside of his wor king capital by ‘loans from 
banks. 

One part of this whole subject is yet unclear. One basic aspect has 
been, and still is, so misunderstood as to be at the very heart of our 
problem. I refer to use of the word “profit” and the manner, so 
peculiar, in which it has developed in connection with grain storage: 
I will address most of the remainder of my remarks to that subject. 
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Criticisms concern storage “profit” almost entirely. How mucl has 
industry made from its storage agreements with Government? What 
is a fair profit for such businesses? Has the Department of Agricul- 
ture squandered taxpayers’ money to enrich grain warehousemen ¢ 

Congress and, I might add, this committee, has the right and duty 
to know, and American taxpayers—who spent $411 million for com- 
mercial storage and handling of grain last year—they also are en- 
titled to a fair and objective finding of the facts. Justice and the 
public interest are not served by distortions, exaggerations, and un- 
typical examples. 

Some warehousing firms, enjoying optimum location, crops of excep- 
tional storing quality, abnormally high—100 percent in some cases— 
occupancy, efliciency, and management, and unusually low costs, un- 
doubtedly have earned attractive profits from storage of Government- 
owned produce. There are also innumerable examples of loss—a 
single instance amounting to $15 million. 

Mr. Scumuipr. I assume you are referring to the Burrus tent storage 
case ¢ 

Mr. Tuets. Yes, sir. 

Mr. Scumipr. Would you say that.a typical example / 

Mr. Tizis. I said a single. 

Mr. Scumipr. You were talking earlier here about not serving the 
public interest, about typical examples. I want to make it clear that 
you are not contending this is atypical example. 

Mr. Tuts. I said single. Now, I would like to say right there that 
these losses were the losses to the warehousemen and did not cost the 
Government anything in the loss at all. That isin the contract. We 
are responsible as warehousemen for the return of the grain exactly 
as it was deposited in the elevator by weight and by grade, and we must 
live up to it or pay the consequences. 

Now, there are innumerable losses where grain has deteriorated, 
where great losses have been taken, but this is the most outstanding 
one, Mr. Schmidt, that I know. 

This English language of ours is magnificient, and the power in- 
herent in many of our words is truly awesome. But if our tongue is 
not to revert to the confusion of Babel, then our use of words and the 
meaning we give them should be confined to the meaning they are in- 
tended to have. Profit should mean profit. 

The most mystifying and damaging phrase used in connection with 
grain storage has been “profit on costs.” Hundreds of grain men with 
whom I’ve spoken share my bewilderment over this collection of sylla- 
bles. One thing we do know: It is totally alien to our business. I do 
not know its origin; I suspect it may stem from Government con- 
tracts based on a “cost plus” formula—wherein the contractor charges 
all the costs of his activity to the Government and in addition is 
guaranteed a fixed fee for his company’s profit. In that context, and 
in that context alone, I can see that the term would have some validity. 

The job of storing grain for the Government, however, has no paral- 
lel or similarity whatsoever. Wedo not contract with the Government 
in the same sense. We certainly have no profit guaranteed. We don’t 
even know from day to day whether we will be storing a bushel of 
grain. If we do store a bushel today, we neither know that it will be 
there tomorrow, next week or next year, nor whether we have earned or 
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will earn a profit on that service by the time we fulfill our ee ene 
bility to deliver out the quantity and quality of grain deposited with 
us. Another great difference between our activity and “cost plus” 

contracts is that these contracts are predetermined and measurable, 
both in time and content. 

Let me give an example of how little significance the term “profit on 
cost” has when used outside of its one limited application. Suppose 
you had a $15,000 house on which depreciation, insurance and taxes 
amounted to $900 per year. If you rented that house out for $1,800 per 
year you would come up with a profit of $900, or a “profit on costs” 
of 100 percent. Actually, however, the return amounts to 6 percent 
on investment, before income taxes, and perhaps 3 or 4 percent after 
taxes. 

Here are 20 annual reports of U.S. corporations, picked up at 
random, and there is not a single reference to “profit on cost” in 
them, and they will be given to you. 

The general public ‘has little understanding of the subtlety of the 
term. C ertainly they do not recognize that use of the word “profit” 
in this sense does not mean profit at all. I would guess that every 
person in this room recognizes that the percentages of “profit on 
cost” that they have cited in connection with grain storage have 
nothing whatsoever to do with actual profits. 

Senator Symincron. Mr. Theis, just for the record, there are two 
ways of figuring profit. One is on investment and the other is on 
cost. 

Now, when you figure it, when you say that has nothing whatever 
to do with actual profits, I don’t quite understand. I have been in 
business. I figured it two ways. 

One was that you figured it on costs and the other was you figured 
it on investment. 

Mr. Tuners. Senator Symington, I know that you have had lots of 
experience in business. 

Senator Symrneron. I haven't nearly as much as you but I am say- 
ing what experience I have had, you have two ways of figuring. You 
figure it on cost and you figure it on investment, don’t you? There 
is a third way, figuring it on sale price which, of course, is always 
slightly lower than cost unless you are selling 

Mr. Turrets. I figure on only one question, - what is the percentage of 
return to equity? In other words, what do I have invested in this 
business and what do I earn after taxes that I can pay back stock- 
holders ? 

Senator Symineton. After taxes? 

Mr. Tuets. Yes, sir. 

Senator Symreron. You figure costs should be based on after 
taxes ¢ 

Mr. Tuets. I figure what I earned, sir, what the profit is, what I 
figure the profit to be. 

Senator Symineron. Well, I don’t know if you want to state your 
case this way, that a profit based against cost has nothing whatever 
to do with actual profits. 

Mr. Tues. Not in our business. Maybe in some, I don’t know. 
Where you have a business where there are certain fixed costs, and 
you are guaranteed, say, a 10 percent profit over and above what is 

scale ulated, that is something else. 
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This is an intangible business. We never know from day to day, 
month to month, exactly what we are going to lose or make. That is 
the American system and I love it. 

Senator Symineron. That is right. Do you want to let the record 
say that no profits should be figured on the basis of costs at all? 
Always on the basis of investment ? 

Mr. Tuts. I say by the use of the words—not by your committee— 
the information the general public has been reading here in the news- 
papers some months since January of the immense profits that the 
industry has earned are not correct. 

When I say return on invested capital, that is what I am pointing 
to. And I will have exhibits to show you. 

Senator Symineron. All right, sir. 

Mr. Tuets. May I proceed ¢ 

Senator Symrneton. Proceed. 

Mr. Tuts. Thank you. 

The money to which this term applied could not. be pocketed, 
could not be reinvested or banked, could not even be paid in taxes— 
because it simply was not profit. Yet the general public received 
an entirely different picture. 

In most instances the term was used in its full form: “Profit on 


cost.” In some cases it was not, however, showing up in the tran- 
script as “net profit.” I refer to page 186 of January 14, where 
the term is used “167 net. profit.” Those accidents are understand- 


able but certainly unfortunate for the grain industry. The result- 
ing publicity certs ainly had its effect. Scarcely a newspaper, mag- 
azine, radio, or TV station did not highlight “scandalous grain 
profits” * * * “storage profiteers gouge United States” * * * “dis- 
close 167 percent profits. * ‘Those phrases are actual headlines from 
newspapers of which I have the clippings, if you please, Mr. Chair. 
man. The latest GAO report drew headlines on “265 percent profits.” 

The few voices seeking clarity were lost in the din of the more 
dramatic. 

Mr. Scumipr. Mr. Theis, you have studied the GAO reports? 

Mr. Tuets. I have, sir. 

Mr. Scumiptr. And they listed, if you will remember, estimated 
profit per bushel provided by UGSA rates and they listed it in cents 
and then in the next column they estimated percent of estimated 
storage cost. per bushel. 

Mr. Tuets. Yes, sir. 

Mr. Scumipt. This is where they came up with this 265 percent in 
one instance. 

Mr. Tuets. Yes, sir. 

Mr. Scumipr. You say that is an erroneous way to do it? 

Mr. Tuets. This is an erroneous impression of what really the 
profits are, sir. 

Mr. Scumipr. Well, now, do you know what your per bushel cost 
is? 

Mr. Turts. Yes, sir, I do. I happen to have figures covering that 
in the report. The exhibit No. 36 happened to be one of our elevators. 

Mr. Scumipr. Exhibit 36 in the GAO report ? 

Mr. Tues. Yes. Exhibit 36 in the GAO report. I would like 
to talk about that. 
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Strangely enough, if you will turn to page 36, and the case is 36, 
the warehouse fiscal year ended on May 31, 1959. The average CCC- 
rated capacity of that elevator was 6,856,000 bushels. 

(The document referred to will be found in the appendix at p. 496.) 

Mr. Scumipr. This is No. 36 under “Terminal Warehouses”? 

Mr. Tues. Yes, sir. There are only seven terminals examined by 
the GAO and I happen to know all about the examination they made 
in our office and took exceptions to some of their findings. How 
they reported it, sir, I don’t know. They show a per warehouse rec- 
ord in cents of 7.2. They allow half a cent allowance for shrinkage, 
and the total allowance then comes up to their idea of cost of U7. 
They used the UGSA rate theoretically of 16.8, which was not the 
exact return on our warehouse as our reports show to the GAO. 

The amount of estimated profit amounted to 9.1 and they come 
up with 118.2 percent of profit. When I discovered this, sir, I had 
our auditors, Arthur Young & Co., go into our statements. 

I am presenting this now to the record. This is the date of May 
20 and I shall read the letter addressed to me as president of my 
company : 

In accordance with your instructions we have reviewed the report made 
by the General Accounting Office to the Special Agricultural Investigating 
Committee, and in particular the operating information which related to ware- 
house No. 36 and which you have identified as being the operation information 
with respect to the Simonds-Shields-Theis Grain Co. The foregoing informa- 
tion as shown on page 36 of the report has been checked with the reeords 
of the company and with our audit report for the year ended May 31, 1959, 
and it appears to be substantially correct. 

However, it is our opinion that supplementary information should also be 
provided to fully complete the operating statistics. We have accordingly pre- 
pared the attached statement using the information which compared on page 36 
of the above-described report and supplementing it with certain additional 
information relating to Federal income taxes, net profit, and return on equity. 

On the basis of the supplementary information it will be noted that the net 
profit per bushel after income taxes amounted to 4.41 per bushel and that 
the return to the company on the basis of the equity capital employed in the 
business amounted to 11.67 percent. 

That, Mr. Chairman, is what I talk about as profit. The return on 
our equity investment. 

Mr. Scuipr. Mr. Theis, looking at page 36, exhibit 36, do you 
agree with the GAO contention that your direct cost of storage is 
7.2 cents a bushel ? 

Mr. Tues. Yes. We goalong with them that far. 

Mr. Scumipr. Do you agree with their allowance of shrinkage and 
deterioration of a half cent a bushel ? 

Mr. Tuets. No, sir, I don’t. But that is what they put down here. 

Mr. Scumipr. You don’t agree with that. What should it be? 

Mr. Tuets. To tell you the truth, 1 don’t know until the grain is 
loaded out. 

Mr. Scumipr. I am going to ask Mr. Brooks to hand you a letter 
dated November 13, 1959, from Simonds-Shields-Theis Grain Co., 
Kansas City. 

Mr. Tuets. I am very familiar with that letter. It was written 
by my son. 

Mr. Scumipr. I would like to read that letter over the signature of 
W. G. Theis. 

Mr. Tuets. My son. 
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Mr. Scumipr. This is to GAQ. 


* * * whereas our figures, taking into consideration proper and accepted 
methods of accounting, denote a storage cost of 0.717 cent per bushel 


and GAO has used 7.2 which would be slightly in excess. 


We have taken the opportunity to show your accountants additional figures 
from our own survey, and with direct reference to storage costs, we show 
0.164 cent gross income. 

They show 16.8. 

Mr. Tuets. Correct, sir. 

Mr. Scumipr (reading) : 

0.0717 cent cost before taxes, leaving un earned gross before taxes of 0.092 
cent. 
And GAO shows 9.1 cents. 

Mr. Tuets. Yes. I follow you. 

Mr. Scumipr. Your statement shows a little higher gross than 
what GAO does. 

Mr. Tuets. Just a fraction. 

Mr. Scumipr. Then you would say that GAO was even more liberal 
than what you requested in this letter of November. 

Mr. Tuts. It was so small. We took exceptions to three different 
things. 

Mr. Scumipr. Mr. Theis, what I am asking you now 1f you said this 
is what your costs were, because this is what GAO has shown here. 
You stated this is what your costs were in November, is that right ? 

Mr. Tuets. In addition to that we took great exception to the fact 
that they do not allow, which is legal, the 5-year writeoff on a certain 
amount of capacity that we have for amortization. 

Mr. Scumipr. I believe the record shows they did accept part of 





Mr. Tuets. That is very nice of them. I didn’t know that. 

Mr. Coe, You went ahead in your letter saying, “Using the 
factors of 4 2 percent Federal and 2 percent State income tax, this is 
an expense of 5 5 cents per bushel.” So you included your Federal and 
State income taxes as an expense. To continue, “And leaves the net 
earned on storage 0.042 cent per bushel.” That would be after taxes! 

Mr. Tues. The audit shows 4.41. 

Mr. Scumipr. It shows a little higher than what this statement says, 
after taxes. My point is, the figures given in your letter of November 
13 certainly substantiate the figures given by GAO. 

Mr. Tues. As far as they go, yes, but I am talking about profits 
on your equity investment, and that shows 

Senator Symineton. You figure 11 percent. 

Mr. Tuets. Yes, instead of 118. I { 
sas City papers on this subject. The headlines here are May 12. 
“Big Profts in Grain Storage. Assistant GAO Director Tells Sen- 
ate Panel of a Check of 57 Warehouses” 

Senator Symineron. I want to ask you one question. Is your ll 
percent that Young shows after taxes or before taxes? 

Mr. Tuets. Yes, sir, after taxes. 

Senator Symineron. Thank you. 

Mr. Tuets (reading) : “Big Profits on Grain Storage, General Ac- 
counting Office Say They Ranged Up to 265 Percent.” 
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Those are the lead things we picked up in your newspapers all over 
the United States. Iam not blaming this committee, Senator. Iam 
blaming what comes out and what the press picks up and what the 
people think about it. 

My friends and your friends in Missouri—— 

Senator Symineron. Is there any inaccurate statement in those? 

Mr. Tuers. The only thing is they talk about profits all the way 
through here. 

Senator Symineron. Do you think it is good to figure your profits 
before taxes when you come to a hearing of this character, or after 
taxes! Do you think it is better to figure after taxes? 

Mr. Tuets. You know as well as I do what your profits are in 
case 

Senator Symineron. We have got to have a vote. That was a vote 
bell. So it is 25 minutes of 1. We will reconvene, say, at 1:30. 

Mr. Tuets. It suits us fine. Thank you very much. 

(Whereupon, at 12:35 p.m., the subcommittee recessed, to recon- 
vene at 1:30 p.m., the same day.) 


AFTERNOON SESSION 


Senator Symineton. The hearing will come to order. 
Mr. Theis, will you proceed with your statement ¢ 


STATEMENT OF FRANK A. THEIS, PRESIDENT, TERMINAL 
ELEVATOR GRAIN MERCHANTS ASSOCIATION—Resumed 


Mr. Tuets. Mr. Chairman, could I ask about how much time would 
suit your convenience 

Senator Symrneron. Well, we will suit yours. 

Mr. Tuets. I thought we could cut out some of this. 

Senator Symineron. We want you to go ahead. 

Mr. Tuets. That is very nice of you. 

Mr. Chairman, I think I stopped at the top of page 13 beginning 
with the second paragraph. I will start again. 

Very little, surprisingly little, in fact. The grain men in our asso- 
ciation, and their banks, knew quite well that their firms were earning 
nothing like those profits, but we also knew that the public had been 
led to believe quite differently. 

Therefore, in the closing moments of the Department of Agricul- 
ture’s town-hall meeting in 1 Kansas City, a director of one of our mem- 
ber firms made a pr oposal that our terminal elevator firms submit in 
confidence to a certified ryan accountant, a complete record of gross 
income, net income before taxes, income taxes, and net profit—taken 
directly from each firm’s annual statements—for each of the years 
since 1950. He suggested that each company’s net worth be given 
for each year in or der to compute the actual percentage of profit on a 
consolidated basis for the terminal elevator industry. 

Perhaps you have come to understand that this is a fiercely competi- 
tive business, and with many firms family-owned or very closely held, 
we are not accustomed to divulging income or profit figures to anyone 
but our banks and the Internal Revenue Bureau. Nevertheless we 
realized that this would be the only possible way to dispel the public 
notion of huge grain industry “profits.” 
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Mr. Chairman, I am pleased to say that our association has done 
exactly what that member suggested. I have here w ith me a report— 
and submitted yesterday to counsel—on the actual earnings of terminal 
elevator grain firms among our membership as described below. It 
presents the accurate financial picture of more than 560 million bushels 
of capacity of the proprietary firms which are engaged primarily in 
the merchandising and storage of grain. 

I mentioned earlier that our membership represents approximately 1 
billion bushels of elevator capacity. It was necessary to eliminate 
from the study more than 170 million bushels of 10 cooperative mem- 
bers because of the different tax payment and patronage dividend 
practices they employ. Another large segment of our membership con- 
sists of firms primarily engaged in milling or other forms of process- 
ing whose grain merchandising and storage activities are integrated 
with their processing functi ions, and therefore could not give a true 
picture of their storage processing operations. Some others could not 
properly be included because their operating companies have very 
small net worth and the earnings from storage and merchandising go 
to the owners of the warehouses under lease to the operating com- 
pany. Thus, about 600 million bushels of capacity is pertinent ‘to this 
survey. 

It was conducted by the Kansas City branch of the nationally known 
auditing firm of Arthur Young & Co. Forms were mailed to each 
member in the various qualifying categories. Member firms supplied 
the requested information for each of the years 1951 through 1959. 

The average percent of return on net worth of all the companies, 
weighted according to proportion of total capacity, varied olen a sae 
of 11.1 percent in 1951, to a low of 5.3 percent the following year, was 
8.1 percent in 1959 and comes out for the entire period to an av scams of 
7 percent. 

Mr. Scumipr. Mr. Theis, the percentage figures that you are using 
there, would they be after taxes? Is that right, sir? 

Mr. Tuets. Yes, sir. 

Mr. Scumipr. Now, the survey which you furnished us from Arthur 
Young & Co. I would like to ask you about, sir. It starts out with the 
number of firms reporting here. 

Mr. Tues. Yes, sir. 

Mr. Scumipr. Thirty-six. The covering letter recites that 69 ques- 
tionnaires were mailed out. Thirty-three firms did not reply. Now, 
you have in your columns, number of firms reporting and you have the 
elevator capacity. The total of all these 33, right ? 

Mr. Tuets. That is right. 

Mr. Scumipr. And you have the gross profits. That gross profit, 
does that represent the profit made in all operations of the companies, 
all aspects of them ? 

Mr. Tuets. Yes, sir, it does, of course. 

Mr. Scumipr. Not related to storage alone, then? 

Mr. Tuets. No. 

Mr. Scumipr. And the net income before taxes would also be from 
all of their operations and not segregated as to storage ? 

Mr. Tuets. That is correct. 

Mr. Scumipr. Let me ask you, what percentage did this survey 
show, what percentage of this is attributable to storage ? 
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Mr. Tuets. I should like to start out, Mr. Schmidt, by reading the 
letter that I addressed to all of our members under date of April 12, 
1960, as president of the association. 

This is an urgent request for your participation in an important survey of 
our industry. As you may know, the National Grain Trade Council, the Grain 
& Feed Dealers National Association, the National Federation of Grain Co- 
operatives have accepted invitations from the Symington committee to testify 
at an early date, as yet undetermined. The witnesses have not yet been selected 
but may be expected to be named this week, and preparation of their material 
must be undertaken at once. 

The publicity following the early meetings of the Symington committee have 
left the public with the erroneous impression that the storage business is a 
highly lucrative enterprise with profits of 52 to 167 percent. We know that 
this is not so, and we believe that we have an opportunity to prove it in the 
upcoming hearings. 

We propose a compilation of our industries’ total net income for a series 
of years ending with the fiscal year of 1959, as well as a 9-year average, and 
this questionnaire is going to some 65 of our members— 


actually it went to 69— 

with the exception of milling concerns whose grain storage records are integrated 
with milling operations, and also our cooperative members as they will handle 
their own type of presentation. 

This information should be rather quickly taken from your annual statements 
and should include the entire information of the company taken as a whole. 
The forms enclosed set forth the information needed to complete a study. It 
will be tabulated and consolidated by the national accounting firm of Arthur 
Young & Co. so that whoever is selected as the spokesman for our group, either 
through the National Grain Trade Council or directly through our association, 
will be prepared to put the record straight. 

Time demands that we make this a crash program. Please give us your help 
in supplying the information immediately on the enclosed form and return 
one copy to Arthur Young & Co. in the self-addressed envelope. Your individual 
figures will be kept strictly confidential by Arthur Young & Co. and they will 
issue to you and our association a consolidated statement of all of our com- 
panies reporting. 

We trust it will be 100 percent. Thank you very much for your usual fine 
cooperation. 

This letter, together with a list of our members was given to Arthur 
Young & Co. They prepared the forms which I have here which 
resulted in their reports. I sent them with this letter, with an enclosed 
envelope to be returned to Arthur Young. They informed me that 
we must have made a miscalculation of some of the people whose 
business is so integrated in milling operations or feed operations, I 
think such people as General Mills, Pillsbury, Central Soya Co., 
Quaker Oats, Ralston-Purina in St. Louis, who are members of our 
group, that their figures for the statement would involve entirely too 
many things, so it boiled down when the information got out that 
we had to reduce that amount, first by the 10 cooperatives—there are 
83 members 

Mr. Scumupr. I appreciate this, Mr. Theis, but the point is this 
does not relate itself to storage only, does it ? 

Mr. Tuets. No. 

Mr. Scumipr. Then I asked you the question if you knew what 
percentage of this activity was represented by storage. 

Mr. Tuets. They are mainly in the storage and merchandising com- 

. . S = 
panies, or they couldn’t have answered. 

Mr. Scumipr. We have here Standard & Poor’s Corp.’s ropes for 
Archer-Daniels-Midland Co., a publicly held company, which shows 
that for the year ending June 30, 1958, this company showed net sales 
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and operating revenues of more than $225 million. During 1958 they 
had storage revenue from the Department of Agriculture, according to 
USDA, of $6,934,000. So if you have a comparable situation on any 
of these others, this doesn’t show at all how profitable or unprofitable, 
as the case may be, a storage program would be for a company of that 
kind. 

Mr. Tues. Well, I take it any company—I don’t know whether 
Archer-Daniels answered this questionnaire there, nor do I know of 
anyone except my own company that answered this questionnaire. 

Now, whether they answered or not, I can’t say. It may be that 
they did and if they did 

Mr. Scumipr. I am not saying they did. I am simply pointing out 
we are trying to find out what the cost of storage is. Here we are 
adding up apples and oranges and in effect coming up with lemons. 
What we have is all operation: il facets of the company thrown into 
the gross operational part of the picture, together with all cost fac- 
tors. Therefore we cannot tell anything from this study that is perti- 
nent to the storage program. 

Mr. Tuets. Mr. Schmidt, I can say this. It is pretty difficult for 
anyone, including our company, to know exactly what the proper allo- 
cation of cost is to storage. When you are doing the merchandising 
business, storage business, each day in this business you try to figure 
out some way of making the best profit you can. 

Mr. Scumipr. True. 

Mr. Tues. But when you get through with the whole operation, 
these are grain people reporting. These are grain merchandisers and 
storage people. Andas I say, there are 

Senator Symincron. Mr. Schmidt’s point is that in this case it is less 
than 3 percent of the total sales of this company. 

Mr. Tuets. I don’t know that their report is in there. If it is 

Senator Syaurneron. I don’t know either, but my point is there i is 
no use in going ito a company that could be losing its shirt in some 
other business and making an abnormal profit in the storage business, 
and in case they were losing their shirts in another portion of the 
business, they would have no right to overcharge the Government in 
the storage business. What would be just about that 2 

Mr. Tuners. Well, I don’t feel that they are overcharging the Gov- 
ernment. 

Senator Symineron. I know you don’t. I didn’t say you were, but 
my point is, you take lines of merchandise, big merchandising places. 
Suppose that Sears, Roebuck & Co. went to the Government and de- 
manded a price that was very high for overalls and justified it on the 
ground that they were losing money on farm implements. 

Mr. Tuts. What I am saying is that 36 out of the 83 members 
had to be boiled down because as they were told, if they were in a— 
if they had an integrated business so they couldn't make a true report 
on their storage and merchandising of grain, then they shouldn’t re- 
port, and they ‘didn’ t. I take it. 

Mr. Scumipr. Mr. Theis, again, this Standard & Poor’s report on 
Archer-Daniels-Midland makes the statement that in 1957 and 1958 
grain operations accounted for 4 percent of the combined sales and 
revenues—— 
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Mr. Tuets. I missed that. 


ey | 
: Mr. Scumipr (reading) : 


to 
ny 
le, 
at 


In 1957 and 1958 grain operations accounted for 4 percent of the combined 
sales and revenues and 24 percent of the gross profit (after depreciation). 
This would show how a small segment of a particular business could 
account for a large portion of its profits. 
er Mr. Tuts. I would say if they answered this question they would 


of come in—in that consolidated group, that would be it, if they answered 
I don’t know. 
| 


at Senator Symineton. When you mentioned the Young report with 
respect. to your own company showing 11 percent, that was after— 
we had stopped at lunch time. 

Mr. TueEts. Yes. 

Senator Symincron. That was 11 percent after taxes? 

Mr. Tuets. It was. 

Senator Symineton. What would it have been before taxes? Gen- 
erally you figure profits before taxes. 

Mr. Trers. I would say it would be 54 percent less because we pay 
a 2-percent income tax in Missouri and 52 percent Federal. 

Senator Symrneton. 54 percent. 

Mr. Tuets. Right. 

Senator Symineton. What would be the percentage of profit on 
the basis of your figure? Is the 11 percent on investment ? 

Mr. Tuets. Yes, sir. 

Senator Symrneron. After taxes on investment. 

Mr. Tuets. On net worth. That is—— 

Senator Symineron. That is net worth of what? 

Mr. Turis. Our equity, the amount of money we have in our busi- 
ness. 

Senator Symrneron. Have you any other part of the business ex- 
cept storage ¢ 

Mr. Turis. Oh, certainly, Senator, but as I tried to tell you in the 
previous parts of my testimony, the storage business has accounted for 
a very large percentage of our earnings due to the fact that our mer- 
chandising business has been taken away from the merchants who 
formerly handled grain. Now, that is what happened to our terminal. 
v- | Senator Symineron. What do you figure—when you say an invest- 
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; ment—lI am just figuring on the Arthur Young report. Did he segre- 
it gate your costs for storing grain in order to establish 
S. | Mr. Tues. No, sir. If you will notice the question—by the way, I 
e- | might say, Senator, that I was the one that got these questions up and 
ie | Inoticed what your own committee and Mr. Schmidt sent out to some 

) people of the industry and these questions were the start of it except 
rs | Weasked forthe percent of return. 
— | . Senator Symineron. What would your costs be on the basis of your 
rt investment in grain storage before taxes ? 
. on Mr. Turis. You mean my company ? 

Senator Symrneron. Yes. 

n | Mr. Tues. I would say that our costs would be—— 
8 Senator Symineron. What would the profits be ? 
d Mr. Tuets. Well—— 


Senator Symineron. Based on investment before taxes. 
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Mr. Tuets. I would say we are in the category of about 80 to 85 per- 
cent of our earnings that come from storage. 

Senator Symineron. What percentage of that, those profits, what 
would be the percentage of profits based on your investment ‘ i You 
don’t like to apply, based on your testimony this morning you do not 
like to apply profit against cost. You said that you w ould prefer to 
apply a profit against anvestment. What would be your profit against 
investment before taxes? 

Mr. Tuets. I would say that before taxes—or after taxes? After 
taxes I would say it would be somewhere in the neighborhood 

Senator Symrncron. You just told us this morning what it was 
after taxes. 

Mr. Tuets. That is right. Well, I said this 11. I say it would be 
somewhere in the neighborhood of 9 percent on storage. 

Senator Symineton. Now, the 11 percent after taxes this morning— 
how could it be 9 percent before taxes this afternoon / 

Mr. Tuets. Maybe I misunderstood your question. You were ask- 
ing me what percent of our earnings you thought we earned from 
storage. I said I though about 

Senator Symrneron. Let me restate my case. You know what part 
of your assets are devoted to the problem of storing grain in your 
company ; is that correct ‘ 

Mr. Tuets. We try tothink we know; yes 

Senator Symineron. All right. And that is an amount of money 
that you have invested in the grain storage business, right ? 

Mr. Tues. In our entire operations, “please. We don't segregate. 
We can't. 

Senator Symrneron. What do you mean you can’t / 

Mr. Tuets. The amount of money we have in our business, what- 
ever we are doing, that is our equity capital. 

Senator Symineron. You mean you can’t segregate by depart- 
ments. Whatever kinds of business do you do? 

Mr. Tuets. Nothing but grain storage and merchandising of grain. 

Senator Symineton. Well, merchandising of grain is a part of the 
operation, is that right / 

Mr. Tuets. Yes, it is. 

Senator Symineron. And your grain storage operation is your op- 
eration with the Government, is that right ¢ 

Mr. Tuets. Not entirely, sir. 

Senator Symrneron. No? 

Mr. Tuets. We are contract market, sir. When we deliver grain 
on futures contracts—you understand that. 

Senator Symrneron. I understand. Is it possible for you to segre- 
gate your costs from the rest of your business to the ‘Government 
grain storage 

Mr. Tues. Senator, you can make an estimate of it by taking out 
what it costs you to do business completely and, as I said, I think 
about 80 or 85 percent. of our business in recent years has been on 
storage either with the Government or with customers. 

Senator Syaineron. Let me repeat. We have from the GAO an 
estimate of what your profits were on costs, on storage, and you said 
this morning that you did not think that you should figure your 
profits against costs. You ought to figure your profits against in- 
Vv estment. 
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Mr, Tues. That is right. 

Senator Symineron. Well, certainly you want to figure your profits 
against the investment, as incident to your opel ration of stor age, do 
you not? 

Mr. Tuets. Investment is a part of your—that is, it is your net 
worth, Senator. I keep saying that. It is your net worth. 

Senator Symineron. I know what you are saying, but I am trying 
to get down to your costs. I know something about. costs myself. 
You said this morning that your profits after taxes were 11 percent 
based on investment. 

Mr. Tuets. That is correct. 

Senator Symineron. Now, all I am asking you is, first, what are 
your profits before taxes based on investment in percentage? 

Mr. Tuers. Well, it would be 46 percent of that amount. That is 
exactly what it would be. In other words, if you are paying 54 per- 
cent out in taxes, then 46 percent, it would be 

Senator Symineron. You figure it out. I want to be sure we have 
got this now. It would be 54 percent plus 11 percent, or 65 percent ¢ 

Mr. Tuets. Wait until 1 get my report, please, sir. 

Senator Symincron. Would it be 65 percent in investment before 
taxes? Is that right? 

Mr. Tuets. Senator, I am now reading both in checking with the 
GAO and our own auditor’s report. As to the gross profits per 
bushel, it was 9.18 or 

Senator Symineron. Excuse me. Mr. Theis, I can’t see what you 
have there. Let me ask you this question again. You say your profits 
were 11 percent on investment after taxes. Jam asking you the ques- 
tion, what would they be before taxes in percent based on investment? 

Mr. Trets. On storage? 

Senator Symineton. On investment. It would be 65 percent, then, 
would it not 

Mr. Tuets. No. 

Senator Symincron. Of course it wouldn't; but I just want to get a 
figure from you as to what it would be. 

Mr. Tuets. It would be 46 percent. 

Senator Symineron. I think you area little high still. 

Mr. Turis. Maybe we are not talking about the same thing. The 
taxes are 54 percent of your net income. 

Senator Symineron. What is the total investment in your 
company ? 

Mr. Tuers. At this time it is $2,456,000. 

Senator Symineron. How much money did you make ? 

Mr. Tuets. I will have to look at my statements now. This is 
Arthur Young. Now, this unfortunately is another situation. I am 
now talking from our statement 

Senator Symineton. Is your company a public company ? 

Mr. Tuets. No. 

Senator Symineton. I would rather have you not do it. 

Mr. Tuets. I am glad to do it. 

Senator Symineton. That is all right. Let us put it in this way: It 
would be about 24 percent. With your taxes of 54 percent, it would 
be 24 percent before taxes. 

Mr. Tuets. That is right. 
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Senator Symineton. Then we don't want to get into the details of 
your figures. 

Now, that 24 percent is based on an investment of $2,456,000, I think 
you said. 

Mr. Tuets. That is right. 

Senator SyMINGTON. “How much of that $2,456,000 of the invest- 
ment can be applied against the grain storage / 

Mr. Turis. | said 80 to 85 percent would be my wild guess. Of all 
types of storage, Government and other. Delivery grain on futures 
contracts where the storage is paid and everything of the kind, About 
80 to 85 percent which is ‘identic ally the reverse in my mind—10 years 
igo it was just the reverse. Make it 80 to 85 percent in merchandising 
and a very small percent in storage. That was our business over the 
years. 

Senator Symrneron. Then you say 85 percent of this is around 
$1,900,000, that is in the actual business of Government grain storage, 
is that right? 

Mr. Tuts. Speaking now as a businessman, you don’t know what 
your invested capital is and you don’t know how you are going to 
apply it in this type of business. There will be years, as I predict from 
here forward, Senator, where our earnings on storage percentagewise, 
with that capital, will continue to decline: and we hope we can keep our 
earnings up by merchandising. Each year, each day, is different. 
Truly. 

Senator Symineron. Will you proceed with your statement, sir? 

Mr. Tuets. I have endeav ored to explain that by the very fairest 
method that I could conceive we asked for 100-percent return, but as 
usual you don’t get such things in a survey. But I do think that this 
is a good cross section of our ‘people representing some 560 million in 
the final year. You will understand here in answering these questions, 
looking at this statement now, that the consolidated figure would show 
that there were only 29 companies reporting back in 1951. But there 
were others that came in in further years until we got up in 1956 to 
36 companies. You will see there the—let us use the last one, if you 
please, in 1959. 

Senator Symincton. These are the consolidated figures, aren’t they ? 

Mr. Tuets. Nothing but the consolidated figures of all the com- 
panies reporting. 

Senator Symineron. Yes; and also of all companies that have other 
lines of work besides grain storage. 

Mr. Tues. Grain storage and merchandisers like we do. 

Senator Symrncron. We just gave you one company that only does 
3-percent grain storage. 

We just referred toa company that only did 3 percent of its business 
with grain storage, or, roughly, 3a little under 3. 

Mr. Tuts. I don’t recall making sucha statement. 

Senator Syminetron. No; Mr. Schmidt pointed out this company. 

Mr. Tiers. I don’t know whether they are in this. 

Senator Symineron. Neither do I. But these are all consolidated 
balance sheets, aren’t they ¢ 

Mr. Tuets. They are consolidated balance sheets of those whose 
business is not integrated in these other operations. 

Senator Symineron. I don’t see what the consolidated earnings of 
this company have to do with this hearing. 
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Mr. Tuets. As I say, I don’t know—I would say that this is an 
integrated operation, very likely not in here at all unless they could 
segregate their grain department exclusively. I don’t know. 

Senator Symineron. That is why I don’t think we have to waste 
much time on this report if it is a consolidated sheet. 

Mr. Tuets. Well, I am sorry that you feel that way, but I might 
say when you are trying to get at figures on a confidential basis, which 
I tried to do, of people who are in the same business of merchandising 
and handling grain for storage in different ways, Government, that 
that is about the closest w ay you can come in arriving at what is a 
return on their equity in the business. 

Senator Syminetron. The way to be sure I understand what we 
are getting at, first you don’t want to take a profit against cost because 
you don’t think th: at isright ? 

Mr. Tuets. No, sir. 

Senator Symineton. And then you don’t want to take a profit 
against any investment that is segregated against the cost of the grain 
storage item; you want to take a profit against all the operations of 
the companies involved. 

Mr. Tuets. That is exactly it. 

Senator Symineron. Some of these companies might have a very 
heavy loss in them as a result of another operation. For example, a 
company might gamble on the soybean market and take it losses as a 
result. of buying or selling futures in soybeans and I don’t think 
that has much to do with the taxpayers’ putting up a certain amount 
of money through the Department of Agriculture for the storage of 
grain. 

Mr. Tuers. Well, I ae we have come as close to finding out here 
as we in our industry can to what we think a fair representation 
of our group have ear i on their equity investment. 

(The document referred to will be found at p. 575 of the appendix.) 

Senator Symrneron. All right. I think you were at the bottom of 
page 14. 

Mr. ‘Turis. Mr. Chairman, I don’t think anybody in this country 
would call a 7 percent profit “exorbitant.” I have here a copy of the 
publication “Business and Economic Conditions” issued last month by 
the First National City Bank of New York. I should like to quote some 
of the figures from that report, giving the percent of return on net 
worth in 1959 for some other major segments of business in the United 
States. 

Senator SyMineton. Before or after taxes ? 

Mr. Trets. After taxes. 

Senator Symrnaton. After taxes. 

Mr. Trets. Yes. 

Manufacturing—and this includes all manufacturing, from auto- 
mobiles and baking to soap and steel, had average profits of 11.6 
percent. For trade, including chain and department stores, mail order 
and wholesale, the profit was 11.5 percent. Public utilities, including 
transportation, electric power, gas, telephone, and telegraph, had 
profits last year of 10.1 percent. The grand 2vcrage, including all 
those I have mentioned plus mining, Saiiaielita services, banks, real 
estate and financial, was 9.8 pere ent. 

I would like to submit this for the record, if you please. 

58385-—60——_25 
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(The document referred to will be found in the appendix at p. 550.) 

Mr. Turts. On the basis of this report alone, Mr. Chairman, should 
we not. be justified | in seeking improved caaneaiies for earnings / 
Is our industry—-concerned with preserving and distributing the 
world’s basic food—not at least as vital as transportation or housing or 
electric power ¢ 

Now, here, Mr. Chairman, I would just as soon, to save your time 
and ours, just let this go into the record, this part of it here. I will 
read it and I explain it if you wish me to. 

Sen: \tor Symineron. Whatever you wish to do. 

Mr. Tuer. What would the counsel have? You have gone over it? 

Mr. Scumipr. Yes: we have gone over it. 

[ would point out you make the statement: 

Unwittingly, we have let the public come to think of our industry primarily as 
the “grain warehousing business” and “grain storage business” as though storage 
were our only or most important function. 

[ take it that you don’t contend that storage is your most Important 
function: is that right ¢ 

Mr. Tuets. I have already said inthe previous part of my statement 
that this industry, as I know it, and live with it, has turned over from 
a merchandising business where 1 percent of their business, or, rather, 
10 percent was storage. Now, it is just the reverse. I admit, the 
industr Vv admits, we are earning our living by storage business on a 
larger percent than we are in merchandising. 

Then if vou will turn to page 16- —— 

> or SyMINGTON. You si Lv here that 
we have let the public come to think of our industry primarily as the “grain 
warehousing business” and “grain storage business” as though storage were our 
only or most important function. 

If you have 80 percent of your investment in grain storage, isn’t that 
the most important function ¢ 

Mr. Trmts. Yes, sir: Senator. Ithink I said so. 

Senator Symixevon. Then I think your statement is not quite what 
you mean. Ye isay here: 

Unwittingly, we have let the public come to think of our industry primarily as 
the “grain warehousing business” and “grain storage business” as though storage 
were our only or most important function. 


* 


If it is 80 percent of your 

Mr. Tuets. It is. It is at the moment. I am talking about the 
industry and my history with the industry. That is what I am talk- 
ing about. 

Senator Symineron. All right, sir. 

Mr. Tuets. Our industry has allowed itself to be abused by termi- 
nology, not only in the matter of so-called profits but in several other 
choices of phrases. Unwittingly, we have let the public come to 
think of our industry primar ily: as the grain warehousing business and 
grain storage business as though storage were our only or most im- 

ortant function. If anything good is accomplished by these hear- 
ings and the subsequent action of the Department of Agriculture, part 
of it is the realization in our industry that we have paid little attention 
to the public understanding of our business, and out of that has come 
the resolve and the actual beginning of a concerted effort to correct 
that grave shortcoming. 
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Mr, Chairman, I hope that you and the other members of this com- 
mittee, on the basis of the earnings report I have just made, join our 
industry in helping to correct the greatly distorted view of trade’s 
functions and profits. 

If you will turn to the top of page 16, 1 would like to turn your 
attention to the De spartment’s so-called comprehensive cost study of 
elevator operations, 

I assume that you have examined this document, Mr. Chairman, 
and if you have I'm sure you realize its usefulness as a basis for set- 
ting or ain storage rates. 

Now, we were told—we asked the Commodity—this was on March 
16—to explain the basis of their ratemalcing. 

Without going into the detail which a ‘companied their explanation, 
the important elements involved in the establishment of the storage 
rates which they proposed were based on the following. Using the 
results of their cost survey, CCC starts with a cost of 10.4 cents as 
representativ e of the cost of the capacity which CCC occupies. Their 
actual figure was 10.9 and they deducted 0.5. 

Senator Symrneron. What do you mean by that ? 

Mr. Tuets. Their actual summary shows on—I am referring now, 
please, if you w ill, and the counsel 

Senator Symineron. I am just trying to identify it for the record. 

Mr. Tuts. Table S—-A is the terminal warehouse survey. They 
estimate that 82.1 of the available space is for storage of the terminal 
housing. And they take—that becomes 10.9 as to the cost of storage. 
Now, the next one is 7—A, which is the country, and they estimate 
there that 77 percent of the country elevator space that they examined 
is available for storage, which again becomes 10.9 of the operational 
costs according to their figures. Therefore, naturally the total comes 
up at an average of 79.1, which is again 10.9 cents per bushel. 

Now, that is where they start. There is a full tabulation. I am 
sure the counsel has examined that. Now, going into—from that 
point forward—— 

Senator Symrneron. Mr. Theis, I will be glad to continue with 
you, but we may have another vote soon. 

Mr. Tuts. I am down to where they say that one-half a cent should 
be charged to somebody else, not theirs. So they come up with 10.4. 
That 10.4 as represented by this cost study—they had to cover shrink- 
age and damage, 1 cent per bushel which they calculated to be one-half 
of 1 percent of the dollar value of grain. That brings it up to 11.4, 
and to this they had added as a margin 2.1 cents which is figured in 
this manner. This last figure is calculated on the basis of 6 percent 
on a 50-cent investment, less 0.4 of a cent, the interest factor on capital 
investment as shown by the cost study, and an additional 0.5 of a 
cent average on the cost assignable to elevator equipment shown by 
the cost study. In this way they wind up with a storage figure of 
13.5 cents for all grains but oats. 

Now what I am saying, that is all we ever got to know how they 
arrived at this idea of 13.5. That was their method that they «ve 
our negotiating committee as their arrival at costs. 

I would like to skip again, if you please, the rest of 16 and 17. 

Analysis of the study itself is the most potent testimony to the 
impropriety of the Department’s new rate structure. No part of the 
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study is more revealing for this purpose than that dealing with rates 
for handling rail gr ain—primarily a terminal elevator function. ‘The 
Department’s latest version of the study showed that. the average 
cost of taking rail grain in and loading it out again was 3.4 cents per 
bushel. I don’t argue with that figure. We have operated for many 
years on a Government rate of 2. 25 cents for rail handling and we 
found out from experience it was inadequate to cover our costs. You 
can well imagine then, the surprise and disappointment in our indus- 
try when the Department came out on March 16 with its proposed 
new rates—all justified by the survey, including the 3.4 cent handling 
cost—and all they offered for rail handling was a continuation of the 
old 2.25 cent rate. 

I would like to add this at the bottom of page 16, if you please. 
It is in the record, but I just want to call your attention to it. 

It would be impossible for any of us who experienced the so-called 
negotiating sessions to say that we had actually negotiated rates with 
the Department of Agriculture. However, we did feel that the self- 
contradictory position of the Department on rail handling rates was 
so evident that we were able to exert ourselves on that point. The 
Department was forced to reconsider in the face of their own 3.4 cent 
figure. So they came forward again, just 3 weeks ago today, and 
proved that they are capable of greater reasonableness. They made 
a grand and generous gesture to raise the rail handling rate from 
9.25 cents to 2.5 cents—one-fourth cent more, but still almost a full 
cent below their own cost survey. How they arrived at that ridiculous 
offer 's beyond our comprehension. 

I just point that out. That is the one thing in their own cost study 
that they came up with as higher than they gave. 

Mr. Scumipr. Your complaint is the application of the results. 

Mr. Tuets. I don’t know how they got. it. None of us know how 
they got it. 

T need not add that we have not been given an explanation for that 
paradox. I am sure none exists. It is just as impossible to under- 
stand their 3-cent storage cut. I could not agree with anything more 
than I do with the statement you made to Mr. Clarence Palmby, acting 
administrator of the Commodity Stabilization Service, 2 weeks ago 
when he appeared as a witness in this hearing. You said, Mr. Chair- 
man, and I quote: 

Now that a reduction of 3 cents is being made, it is not being made based 
on costs. That is why I used the term “arbitrary.” It is a decision that is not 
based on cost. 

There is one other very revealing aspect of the Department’s action 
on storage rates. You will recall that their announcement of the new 
rates on May 5 emphasized that farmers would gain by the reduc- 
tion in rates. Let me quote: 

Farmers who store grain commercially will also benefit materially from the 
reduced storage rates. Whena farmer has grain in a warehouse, held as security 
for price-support loans, he pays the UGSA rates—which now will be lower. 
Producers who reseal price-support grain on their own farms after the first loan 
year will receive less in storage fees. However, this will be more than offset by 
the lower costs farmers will pay for the larger quantities of their grain normally 


stored in commercial warehouses. Overall, the reduced rate structure will 
mean substantial gains for farm producers as a group. 


On another page of the announcement is this statement: 
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Farmers will benefit directly and materially from the lowered storage rates. 
While producers who “reseal”’ price-support grain after the first program year 
will receive less in storage p: iyments from CCC, farmers who store much larger 
volumes of grain in commercial warehouses will save more through lower stor- 
age costs. 

On yet another of the 12 pages of rationalization appears the fol- 
lowing paragraph : 

In most recent years, the volume of grain held by farmers in commercial stor- 
age under price-support has been materially larger than the amount under reseal 
on farms. In 1958-59, the last program year for which information is complete, 
farmers put 775 million bushels of UGSA crops under price support in commercial 
warehouses. During that same year, 187 million bushels were held under reseal. 
It is estimated that farmers paid about $61 million for the commercial storage 
involved, while they received $23 million for their reseal holdings. During the 
1959-60 year, this margin has been narrowed materially, but current records 
show about 355 million bushels of price support grain held by farmers in com- 
mercial storage as compared with about 300 million bushels resealed on farms. 

But let’s see what really will happen. A page of arithmetic is at- 

tached at the end of my statement. 

The Department said that in the 1959 fiscal year farmers had 775 
million bushels of UGSA crops in commercial warehouses and paid an 
estim: uted $61 million for that storage. Thus, farmers paid an average 
of 7.87 cents per bushel. 

Now apply the Department’s reduction of 19 percent to the 7.87 
cents, and you get 6.38 cents as the per-bushel figure farmers will pay 
for commercial storage for the same period of time under the new 
rates, as a deduction of this amount from their loan value. 

But farmers this year are storing only 355 million bushels com- 
mercially and 300 million under reseal on farms. Applying the lower 
rate to the volume of farmers’ grain currently stored in commercial 
space shows that farmers would be paying $22,649,000. With no rate 
cut, farmers would pay $27,938,000. Obviously, the rate cut would 
save farmers $5,288,000 on the bushels they now store commercially. 

What happens to farmers’ income from storage of grain under the 
reseal programs (at rates which were cut also, not to the same degree 
as commercial rates, but which are truly annual, paid to the farmer 
whether he stores the grain for a whole year or not)? These rates 
were cut 2 cents per bushel. Applied to the 300 million bushels cur- 
rently stored on farms under reseal, the cut means that farmers would 
get $6 million less. 

Clearly, the overall result to farmers will not be a “material gain” 
or a “direct benefit” or a “saving.” Also, the Department’s figures 
show a rapid trend to increase use of farm storage, and proportionately 
less use of commercial storage—encouraged and aided by Government 
policies. It must therefore be concluded that in the 1961 fiscal year 
there will be more reseal storage on farms than farmers’ storage in 
commercial elevators. The financial effect of the new rate on farmers 
will be much in excess of the $700,000 loss which would apply under 
present conditions. 

It is possible to believe that the Department’s calculations reflect 
the very common error of applying the nonexistent “annual rate” 
to the grain stored by farmers in commercial elevators. But when 
you consider the inadequacy of the Department's cost study, the ease 
of using those figures to deduce anything you cared to deduce includ- 
ing grounds for a substantial rate increase, the overwhelming evi- 
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dence presented by the grain trade to refute the Department’s ration- 
alization, the Department’s obvious self-contradiction in the matter of 
rail handling rates, and the complete absence of every member of the 
Board of Directors of CCC at all of the Department's meetings with 
the grain industry, 1 think it is possible to understand a great deal 
more about their rate cut, despite their disclaimer of any political 
reason. 

There are one or two other points that I wish to cover before con- 
cluding my statement. They are not incidental matters, but they 
are less involved than what has preceded. 

First is the so-called Yates amendment to the Agriculture appro- 
priations bill, calling for CCC to make maximum use of Government- 
owned storage bins in preference to privately owned facilities. Mr. 
Chairman, this is the most dangerous piece of legislation that I can 
recall in recent years—not just for its immediate etfect, deadly indeed, 
on this vital grain marketing industry, but for its much more serious 
threat to the basie economic concept of our society. When citizens 
learn the facts of this measure—and believe me, they will—it will 
stand as a clear violation of the priceless philosophy under which we 
all choose to be governed. 

The very grounds on which it was proposed are completely unsup- 
ported by fact. As Mr. Laybourn so ably revealed in these hearings 
last week, Government has no idea whether it costs more or less money 
to store grain in its own bins. The only direct comparison study that 
has been made, to my knowledge, revealed that Government bins, in 
the only circumstances comparable to private houses, showed costs 
Invariably higher, whether oce upancy was 80, 90, or 100 percent or 
whether grain was stored for 1, 2, 3, 4, or 5 years. 

Considering the extra handlings involved i in bin storage, the lack 
of protection ‘from risk, the discontinuity in market channels and loss 
in quality and quantity because of lack of conditioning and handling 
equipment, I am convinced the ti ixpayer fares better when his grain 
is cared for the customary way by private firms. 

Furthermore, ail the opinions our industry has heard, including 
those from persons in Government, are that the Yates amendment is 
directly contrary to Congress charter for CCC. Here is the wording 
from the CCC Charter Act (as amended) section 4 (15 U.S.C.A. 
T14b) : 

The Corporation shall have power to acquire personal property necessary to 
the conduct of its business * * * Provided, That the authority contained in 
this subsection shall not be utilized by the Corporation for the purpose of ac- 
quiring real property, or any interest therein, in order to provide storage fa- 
cilities for any commodity unless the Corporation determines that existing 
privately owned storage facilities for such commodity in the area concerned 
are not adequate, 

What could be more clear? Or proper! 

This matter sharply recalls a warning I gave in a statement 4 years 
ago to an assembly of economists at the Annual Symposium of the 
Board of Trade in the ¢ ity of Chicago. Quote: 

I mentioned that grain warehouse capacity is already overbuilt in some areas. 
If and when we reduce surpluses and return to more normal production and use 
of grains, this billion bushels of storage capacity owned by Government itself 
will plague us. True, we’ve had assurances from both Republican and Demo- 
cratic officials in the Department of Agriculture that commercial facilities al- 
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ways will be used in preference to Government bins. Still we know that back of 
the USDA is the Congress itself, which, under some more radical Composition, 
could at any time order full use of Government bins before trade facilities 
were used. 

Now, on page 22 I would like to introduce in the record—I think we 
had better read it—we have made a different observation on this Yates 
amendment. Do you have this amendment we make there on account 
of the action of the Senate committee and the Senate / 

Mr. Scumipr. Yes. 

Mr. Tres. Our industry has been pleased and greatly reassured in 
our view of the governmental processes, to observe that in their wis- 
dom the Senate Agriculture Appropriations Subcommittee and the 
Senate Appropriations Committee did not adopt the Yates amend- 
ment. We are pleased that the Senate passed the Agriculture appro- 
priations bill without this amendment. We trust that the appropria- 
tions bill, as finally passed by Congress, will not include this amend- 
ment. 

The final point in my statement, Mr. Chairman, is that this industry 
has dealt fairly, honorably—— 

Senator Symineron. Where are you reading from now / 

Mr. Tues. Page 22. 

Mr. Brooxs. Next to the last paragraph. 

Mr. Tuets. The final point in my statement, Mr. Chairman, is that 
this industry has dealt fairly, honorably, and in good faith with the 
Department of Agriculture ‘throughout the history of these storage 
agreements and in discussions of the new one. The Department, how- 
ever, is now dealing logically, arbitrarily, and unfairly with os. 

A Department release in January said they were willing to study 
variable rates, but we have heard nothing from them on that since. 
In March, the industry committee attempted to initiate a discussion 
with the Department on the possibility of returning to an accelerated 

rate, to a per diem rate that would be scaled down according to the 
length of time grain was in storage. It costs more to store grain for : 
short while than for a long term and there is logic | in paving ac 6a 
ingly (one-twentieth of 1 cent per day for the first 210 days, one-thir- 
tieth of 1 cent thereafter—15.66 cents if it is there ae 565 days) 

There used to be such a scaled-down rate—that was back in the 1954 
rate and also the 1952 rate, but it was thrown out in the 1956 agree- 
ment. When we brought it up again this year the Department told us 
flatly “No”—they would not consider it . One reason they gave was 
that it would be difficult to handle on their electronic computing 
equipme nt. 

There is no reasonable proposition that grain men would not be 
willing to discuss or have not offered to discuss with the Department. 
Another possibility we would consider is a rate scaled down according 
to the percentage of capacity that facilities are filled with CCC grain. 
That is certainly a factor with important heariiai on costs and profits. 

But the Department is willing only to stack additional responsibili- 
ties on us and slash the rate across the board—take it or leave it. 

I thank you, Mr. Chairman and the committee, for this opportunity 
to be heard, and I shall be glad to try to answer questions you may have. 

I would like to make this one quick mention of additional responsi- 
bilities. We find throughout this new agreement legal language which 
is entirely new, “if Commodity agrees.” If we should get into diffi- 
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culty about an interpretation, it would mean we might get into quarrels. 
If they haven't agreed to what we say, we get into quarrels, and so 
forth.” We find now on corn, soybeans, and sorghums, that is, that they 
have taken away what they used to absorb by long storage of these 
commodities, the breakage Which occurs on the type of grain that we 
have been storing. 

Now, they put into the—we had a lot of discussion on this point. 
They have finally given us a half of the loss that may take place. 

For example, if we are loading No. 2 yellow corn on No. 2 yellow 
receipts and due to breakage and not to warehousing at all it comes 
out No. 3 and grades No. 3 only on the one factor of breakage, then we 
will say, the discount might be 2 cents a bushel. Then, in that way we 
as warehousemen under the new contract must stand 1 cent a bushel. 
In other words, that is just adding 1 more cent to the cost of operations 
for that type of grain. 

In addition to that, the contract itself cuts across all of the rates 
and everything that we have in the old agreement, which means any 
grain we have in the elevator now goes under a new contract entirely. 
Those are the things we speak about, additional responsibilities, Mr. 
Chairman. 

Senator Symrneron. Mr. Theis, as I understand it, on 82,400,000 
investment, roughly, before taxes you made about 24 or 25 percent, 
right ? 

Mr. Tuets. Yes. 

Senator Symrneron. On investment. That would be about $600,000 
profit. right ? 

Mr. iueis. Yes, it would. 

Senator Symrneron. And you don’t know—and the grain storage 
is the most profitable part of your business, as I underst and it. 

Mr. Turis. It is the big percent of our business at the moment, 
which we don’t like, I might say. 

Senator Syaneron. [ am sure you would like to diversify. What 
do you think the percentage of the ‘profit is on the—of the $600,000 on 
your $2.4 million investment, how much of that profit of that $600,000 
would you say you could apply to grain storage? 

Mr. Tuets. I would say about 80 to 85 percent at the present time. 

Senator Symmneron. So that on that you would be making about a 
half million dollars of profit on grain storage on an investment of 
$2,400,000, right ? 

Mr. Turis. Before taxes, yes. 

Senator Symrneron. Before taxes; that is right, sir. And then 
how much would that be on the basis of investment ? 

Mr. Turis. That is on the basis of your net worth, sir, I again re- 
peat, not investment in any facilities. 

Senator Symrneron. How much of it would you estimate, of this, 
was an actual investment of that $2,400,000 in grain storage? Don’t 
you lease quite a few of your grain storage facilities ? 

Mr. Tues. We do. We lease some, own some. 

Senator Symineron. How much in percentages roughly ? 

Mr. Tnets. We lease 5 million bushels and we own approximately 
right at 3 million bushels. 

‘Senator Symrncron. So that on that basis, for 60 percent, more 
than 60 percent—— 
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Mr. Tuets. Three and a half million bushels we own and 5 million 
we lease. 

Senator Symrneron. On that 60 to 70 percent on lease you don’t 
have any investment at all, correct ? 

Mr. Tuets. Correct, sir, But you have got overhead expenses of the 
leases. 

Senator Symineron. I understand that. That is part of the cost, 
isn’t it ? 

Mr. Tues. Part of the cost of doing business, not of the facilities. 
That is a very common case. 

Senator Symineron. In your case your net worth is $2,400,000. If 
60 percent of that or 70 percent of that, is leased property, then you 

can’t call that investment, and you can’t call that profits against 
investment. 

Mr. Tuets. I have called all of this thing, the way I operate, a profit 
on the equity amounts of money we have in our business, yes, sir. 

Senator Symrneron. Now, what was your cost here—what was 
your cost per bushel of storage ? 

Mr. Tuets. The cost as shown was—the gross profit, sir, was 9.1 by 
GAO and by our auditors was 9.18. In other wor ds, we gave a better 
basis there, slight but not much. 

Senator Symineron. Let us see. What did the GAO figure, what 
was the percent of profit? 

Mr. Scumipr. They gave a percent of estimated storage cost per 
bushel of 118 percent, 118.2 percent. 

Senator Symrneton. Now, if only 30 percent of your $2.4 million in- 
vestment—I have been trying to figure this out—is actual investment 
in the grain storage business, you are making $600,000 on a $720,000 
investment based on the investment picture, aren’t you 

Mr. Tuts. It isn’t a question of investment, Senator, at all. I say 
the amount of money we have in our business. We must keep this 

capital in our business. We have been a very conservative firm all of 
our lives or we wouldn’t have been in business for 76 years, and we 
are still peanuts in the trade, may I say. 

Senator Symineron. I don’t think you have been peanuts in any- 
thing, Mr. Theis. Iama great admirer of yours. 

Mr. Trets. Thank you, sir. Iam of yours. 

Senator Syminctron. What I am getting at is, if you are going to 
figure on it, say, net worth, that is your current assets 

Mr. Tuets. Yes, sir. 

Senator Symincron. Your cash, all your current assets and net 
worth. 

Mr. Tuets. Stockholders’ equity is what it is, sir. 

Senator Symineron. And that includes all your business ? 

Mr. Tuets. Yes. And all we dois the grain business. 

Senator Symineron. And in the grain storage business you have 
about 30 percent of your actual worth invested in grain storage, is that 
correct ? 

Mr. Trets. That is about right. 

Senator Symineton. And that is around $700,000, 30 percent of 
$2.4 million. 

Mr. Tuets. That is what you need to run your business. 
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Senator Symineron. You don’t need any working capital to do busi- 
ness with the Government if they guarantee you 

Mr. Tues. But they don’t guarantee. Let us get that straight. I 
don’t know tomorrow that I won't have an order for a half million 
bushels. 

Senator Symrneton. I don’t mean guarantee the percentage of 
what you are going to have your bins filled with. I mean you have no 
credit risk problem with the Government. They have paid you, 
haven’t they ? 

Mr. Tuets. Oh, they paid. 

Senator Symrneron. I hope you got it. 

Mr. Tuts. No doubt about that. 

Senator Symincron. Well, I know Mr. Schmidt has got some de- 
tailed questions. This is my only point. I just want to try to be 
constructive. There is a great deal of talk in the trade about high 
profits in the business of storing grain that has been coming into the 
full committee for some time. 

Now, this subcommittee is assigned to look into it. I know a little 
bit about Government handling its purchasing in other departments, 
and Mr. Brooks said this morning that he didn't see how he could use— 
correct me if I say it wrong—how he could use cost as an element in a 
general way by individual costs except through State and local e xpe- 
rience or recommendations. and then also he thought a renegotiation 
clause would be a difficult matter to pursue. 

So you have, as I see it, and nobody believes in the right to make 
a profit more than I do, you have sort of three positions in this mat- 
ter. One is that the Department is cutting rates 3 cents right across 
the board, which I think averages 19 percent, doesn’t it ? 

Mr. Brooks. Yes, sir. 

Senator Symrneron. The second is that you all don’t want to see 
any cut or in effect any change in the agreement. You want to pro- 
ceed as was / 

Mr. Turis. As to rates, yes, sir. 

Senator Symrneron. That is right. Now, it seems to me between 
those two poin‘s in the interests of grain storage people themselves—I 
might add I ain not in business and I haven't been for a great many 
vears, so I am probably not very sharp about some of these points— 
but in the interests of grain storage people themselves, the problem 
cannot be just put under the rug and just stay as it is. It just can’t 
be done. Whether we change administrations next year or whether 
we don’t, you are still going to have this problem. 

Whether the Department of Agriculture blames it on the Republi- 
cans or the Democrats or confesses that they have made a mistake in 
the past, which would seem to be ipso facto what they are doing 
today—certainly if the rates were right in the past they shouldn't be 
reduced 3 cents now 

There is something more to be done. This is the last of this group 
of hearings and this subcommittee is going to make a report. We have 
never discussed this matter with the Department of Agriculture except 
for the witnesses that have come up before the committee, several of 
whom have since resigned for various and different reasons, and we 
would like to see the situation worked out. But I think it is fair to 
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say—nobody has given us any constructive suggestions as to how it 
can be worked out. They just want to proceed with the status quo. 

Now, in an effort to be constructive, and not being critical, I don’t 
think that is going to— 

Mr. Turis. M: ay Lsay something? 

Senator SYMINGTON. Sure. 

Mr. Trets. I mentioned in my early part of the testimony that I 
have had experience with the Grain C orporation in the First World 
War and stabilization and so forth, and this is the third great Govern- 
ment enterprise I have had experience with in the grain business. 

What we are quarreling about is the daily rate “that has been cut. 
There is no such thing as a 365-day rate. That is theory. 

In the First World War, Senator, our tariffs—and I have the copies 
of them here if you want them for the reeord— 

Mr. Scumipr. I believe these were submited by Mr. Hendrickson 
when he appeared, Mr. Theis. 

Mr. Tnets. Not my tariffs in my business. 

Mr. Scusmpr. He had Kansas City. 

Senator Symrneron. You see, you have given us a problem because 
we have great respect in the Congress for the GAO. We have great 

respect for the Comptroller General, the present Comptroller General, 

General Campbell, and the previous Comptroller General, Lindsay 
Warren. You are taking on the GAO and the Department of Agri- 
culture in your defense of this position, and if that is the way it is, 
that is the way it is. 

But on the other hand, the final decider is the Department of Agri- 
culture and there is nothing that has come out of these hearings that 
I know of to help them make a different decision except just to say 
to them, don’t make any change, and to me that makes it difficult for 
the subcommittee because the committee believes that the GAO is one 
of the finest organizations in the Government. 

Mr. Trers. Senator, I would like to repeat ag ain for the record on 
this point, I have not criticized the GAO figures as such to a certain 
point, but they only talk about wae on investment, cost. Now, 
when you carry that one step further, as any auditor would do in busi- 
ness, I am talking about, and as our auditor has done for exhibit No. 
36 in this report, we come out with a different net earning on invest- 
ment. Now, that is on your capital, your equity capital. 

Senator Symineron. You can’t sell me on that at all. I can’t get 
that all because when I was in business I used to have departments 
that made 100 percent net profit. I had departments that made a 
thousand percent net profit, never selling to Government, may I add, 
and I also had departments that were losing money. At times they 
lost money consistently and heavily for a period and we washed them 
out. 

The fact that you have a net worth of $2.5 million and a great deal 
of that money has nothing whatever to do with the problem of storing 
grain isn’t something that you should foist on the taxpayer from the 
standpoint of what should be the right rate for storing grain. I 
would like to see you get the right rate for storing grain so you can 
make a fair profit. But I don’t think, when you include all income 
of the companies in the audit of the Young people, that you can 
criticize the GAO for trying to segregate the investment and/or the 
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cost of grain storage in these companies as a justification for setting 
the rates. If you take that attitude, in my opinion you are not going 
to get very far with an effective argument to prevent something hap- 
pening that I would hope would not happen, namely, people who are 
now losing money because of high justifiable costs or not making a 
fair profit being in an even worse position as a result of this reduction. 
That about sums up my position to the best of my ability. 
Mr. Tues. I would agree with your position, that I am quite wor- 
ried too, for my industry that we are going to find people under this 
cut that are going to have a very difficult time to continue to exist. I 
hope it isn’t my company. 

Mr. Scumipr. Mr. Theis, since your full printed statement is going 
into the record, I would clarify one thing here. Y ou state, “The over- 
all result to farmers will not be a ‘material gain’ ”—this is page 19— 
“or a ‘direct benefit’ or a ‘saving.’ ” 

And then you enclose the last page which is a chart entitled “Math- 
ematics of Storage Income Reduction to Farmers.” 

I may say that the Department of Agriculture doesn’t agree with 
your premise, and so for the completeness of the record we would like 
to include, Mr. Chairman, a letter from Mr. Clarence Palmby, of the 
Department of Agriculture, together with the figures used by them on 
the same basis of the chart used by Mr. Theis. It shows $1,961,000 
savings to farmers under the proposed new rates based on current 
storage, 

The difference, Mr. Theis, is the Department utilized the average 
monthly quantity stored of 486 million. The total quantity of 1958 
warehouse storage grains placed under loans was 775 million bushels, 
but the maximum quantities under loan at any one month end during 
the program totaled 727 million. So they computed it on the basis 
of an average monthly figure of 486 million. Therefore, if we have 
both your view and their view in the record 

Mr. Tuets. Our accountants—our oflicers—are the ones that took 
the Department’s statement and made this recapitulation. 

Mr. Scumipr. The Department differs with your statement. They 
say you took the peak amount and they say it should be computed on 
an average. I don’t mean to argue with you on it. I just point out 
there is a difference of opinion, and we ask that this be put in. 

Senator Syminetron. Without. objection. 

(The documents referred to are as follows :) 





U.S. DEPARTMENT OF AGRICULTURE, 
COMMODITY STABILIZATION SERVICE, 
Washington, D.C., May 25, 1960. 
Mr. RicHarp M. ScHMIDT, Jr., 
Counsel, Special Agriculture Investigating Subcommittee, 
Senate Committee on Agriculture and Forestry, U.S. Senate. 

DEAR Mr. ScHmipT: This is with further reference to information previously 
furnished to you, informally, concerning the costs of storage payments made on 
grains pledged under reseal and extended loan programs, and the costs to pro- 
ducers for warehouse storage of grains under regular loan programs. 

The dollar amount of $23,348,000 for payments on 1955, 1956, and 1957 grains 
under reseal and extended loan programs during the applicable part of the 
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fiscal year 1959, was calculated by the application of average unit rates to an 
average monthly outstanding quantity of 148,475,000 bushels. The sum of the 
quantities of the peak volume pledged for each of these grains in any month 
during that same period was 186,464,000 bushels. 

The dollar amount of $60,848,000 for costs to producers for warehouse storage 
of 1958 crop grains under the regular loan program was calculated by the ap- 
plication of average unit rates to an average monthly outstanding quantity of 
486,790,000 bushels. The total quantity of 1958 warehouse stored grains placed 


under loans was 775,100,000 bushels, but the maximum quantities under loan 
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at any month end during the program totaled 727,957,000 bushels. 
We trust this information will be satisfactory for your purposes. 
Sincerely yours, 


$61, 000, 000 
divided by 
487, 000, 000 


12: 5¢ 
12. d¢ 
X19 


2. 375¢ 


334, 000, 000 
X12. 5¢ 





$41, 750, 000 


334, 000, 000 
X10. 125¢ 


$33, S17, 000 


+ 


$41, 750, 000 
$33, 817, 000 
$7, 933, 000 


298, 600, 000 
xX2¢ 





$5, 972, 000 


$7, 933, 000 
$5, 972, 000 


$1, 961, 000 


CLARENCE D. PALMBY, 
Acting Administrator. 


SAVINGS TO FARMERS BY STORAGE RATE REDUCTION 
Paid by farmers for commercial storage in fiscal 1959. 


Bushels, average monthly quantity stored by farmers in com- 
mercial warehouses. 


Per bushel storage cost to farmers in 1959. 


Per cent reduction under new rate. 
Reduced storage cost to farmers, per bushel, under new rate. 


12. 500¢ 
) O77 


—a. Vid 
10. 125¢ Storage cost under new rate. 
Bushels, stored now in commercial space by farmers. 
Old rate, as above. 


Cost to farmers for storing in commercial space under old rate. 


3ushels, stored now in commercial space by farmers. 
New rate. 


Cost to farmers for storing in commercial space under proposed 
new rate. 


As above. 
As above. 


Savings to farmers for commercial storage under new rate. 


Bushels stored now on farms under reseal program. 
Reduction per bushel under new reseal rate. 


Amount by which farmers reseal storage income is reduced. 


Reduction in amount paid by farmers under new rate. 
Reduction in amount paid to farmers under new rate. 


Savings to farmers under proposed new rate based on current 
storage level. 
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THEIS 
income reduction to farmers 
Paid by farmers for commercial storage in fiscal 1959. 
Bushels, quantity stored by farmers in commercial houses. 


Cents per bushel cost in 1959. 


Cents. 
Percent reduction under new rate. 


Cents. 


7.87 cents 
—1.49 cents 


6.38 cents (cost under new rate) 
Bushels, stored now in commercial space by farmers. 
Old rate. 


Cost to farmers for commercial space under present rate. 


Bushels. 
New rate. 


Cost to farmers under new rate. 


Saving to farmer for commercial storage under new rate. 


Sushels stored now on farms under reseal program. 
Reduction under new reseal rate. 


Amount by which farmers reseal storage income is reduced. 


Reduction in amount paid to farmers under new rate. 
Reduction in amount paid by farmers under new rate. 


Cost of new rate to farmers on current storage levels. 


because of trend to more farm 


Mr. Brooxs. Mr. Chairman, could I speak to Mr. Theis again? 


Mr. Scumipr. Might we also ask 
of Agriculture storage cost survey 
Department of Agriculture’s 


at this time that the Department 
, the handling cost survey, and the 
bin site storage cost survey as fur nished 


to this subcommittee by the Department of Agriculture be included 
and made a part of the record ¢ 

Senator Symineron. Without objection. 

(The documents referred to will be found in the appendix starting 


at p. 582.) 


Mr. Scumipt. We also have had furnished to us by the Depart- 


ment of Agriculture the names of the members of the Grain Storage 
Advisory Committee, together with the amounts of storage p: ayments 
to the companies represented, under the Uniform Grain Storage 
Agreement, for calendar years 1958 and 1959, and I ask that that be 
made a part of the record at this time. 
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Senator Symineron. Without objection. 


U.S. DEPARTMENT OF AGRICULTURE, 
COMMODITY STABILIZATIUN SERVICE, 
Washington, D.C., February 2, 1960. 
Mr. RicHarp M. SciLMIDT, JYr., 
Counsel, Special Agriculture Investigating Subcommittee, 
US. Senate, Washington, D.C. 

Drar Mr. Scumipt: In accordance with your request, there is attached a list 
of the current membership of the Grain Storage Advisory Committee which is 
utilized by the Department of Agriculture in connection with its grain storag 
problems. 

Sincerely yours, 
WALTER C, BERGER, Adniinistrator. 


MEMBERS OF GRAIN STORAGE ADVISORY COMMITTEE, JANUARY 1960 


Frank A. Theis, president, Simonds-Shields-Theis Grain Co., 100 Board of Trade 

Building, Kansas City, Mo. 

Carl C. Farrington, manager, grain division, Archer-Daniels-Midland Co., Min- 
eapolis, Minn. 

Fred Maywald, manager, grain department, Farmers Grain Dealers Association 
of Iowa, 1101 Walnut, Des Moines, Iowa. 

M. D. Guild, manager, Indiana Grain Cooperative, Inc., 47 South Pennsylvania 

Street, Indianapolis, Ind. 

Leland C. Miller, vice president, Federal-North Iowa Grain Co., Cedar Rapids, 

Iowa. 

i. J. Barry, Farmers Union Grain Terminal Association, 1667 North Snelling 

Street, St. Paul, Minn. 

J. Frank Triplett, general manager, Producers Grain Corp., 517 Fisk Building, 

Amarillo, Tex. 

Aksel W. Nielsen, general manager, Westcentral Cooperative Grain Co., 409 

Grain Exchange Building, Qmaha, Nebr. 

R. C. Woodworth, vice president, Cargill, Inc., 200 Grain Exchange, Minneapolis, 

Minn. 

Cavour L. McMillan, Osborne-MeMillan Elevator Co., Minneapolis, Minn. 

S. Dean Evans, Sr., Evans Grain Co., United Building, Salina, Kans. 

William H. Gee, Henry D. Gee Co., 814 Second Avenue Building, Seattle, Wash. 

Robert B. Parrott, executive vice president, Central Soya Co., 300 Fort Wayne 
Bank Building, Fort Wayne, Ind. 

Phillip R. Collins, Woodland Warehouses, Woodland, Calif. 

Gerald W. Durant, Continental Grain Co., Marine Trust Building, Buffalo, N.Y. 

(The other document referred to will be found in the files of the 
subcommittee. ) 

Mr. Scumipr. That is all we have. 

Mr. Tnueis. Mr. Chairman, may I make one additional statement 
going back now to page 18, since you brought up this question, too, 
Mr. Schmidt. 

In the Kansas City hearings I pointed out that this figure of $441 
million paid to the warehousing industry in the year 1958-59 for 
storage and handling, we would agree to. We realize that was true. 
But there was a figure that we felt was not properly—we got it all 
right, but was not properly analyzed, and we found out it was correct 
in the Department’s calculations, and that is this. 

On the original loan, be it on wheat, grain sorghums, or any other 
commodity, we will take Kansas City as an example where there was 
a $2.12 loan price on hard wheat last year, and beginning I think 
on June 20, up to July 10, or something of that kind, the producer 
who deposits during that time has a deduction of 12 cents a bushel 
from his loan price. Then it goes over 20 days, and a lower amount, 
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until finally as of April 1 it becomes then that no storage charges are 
deducted. 

Now, true, when Commodity takes that grain over, the warehouse 
charges follow the receipt, and CCC must pay for them. But going 
clear back, thus for the first time in the Government’s release when 
they say here, “It is estimated that farmers paid about $61 million 
for commercial storage involved,” and $61 million was not a storage 
payment but was a reduction from their loan, do you understand what 
I mean ¢ 

Senator Syminearon. Yes, I do. May I make a suggestion to you 
for what it is worth ? 

Mr. Tuets. Yes, sir. 

Senator Symineron. I accept your sincerity in your statement this 
morning. I suggest that you get figures of what it is in the way of 
investment regardless of your ‘net worth that you have in the grain 
storage business, and that you tell us what your return is on your 
investment, and if you want to add to that what your return on your 
net worth and all the other ancillary or major aspects of your business 
besides grain storage, that will be fine, too. But if you could give us 
what your actual return, what that $600,000 profit is against, whether 
it is against investment, that would be one percentage; or net worth; 
which would include current assets, fixed assets less current liabilities. 

Give us that. And then finally if you could give us two more 
figures. One would be your profits on cost. Actually you can’t have 
a profit on sales in a transaction like that. So you have three figures. 

Then we can start talking about the things which I think would 
interest the subcommittee from the standpoint of its recommendations 
and its conclusions to the full committee and the Senate. 

Mr. Tuners. You are talking about one company, that is, mine? 

Senator Symincron. That is the one I thought you know the best. 

Mr. Tuets. Thank you. I think, Mr. Chairman, that this com- 
mittee does have access to the Internal Revenue reports and state- 
ments as filed. 

Senator Symrneton. I have asked you a great many questions 
along these lines and in some cases your answers I don’t think have 
been——they have been a little hazy and I think you would be the best 
one. I am not interested in the Internal Revenue Service. This is 
no investigation of that character. 

I would like to get it so that we can understand the percentage of 
profit against cost. or against investment or against net worth. 

Mr. Tuets. I should be very happy to furnish that information to 
you, but I want to say ae If I have appeared evasive at any time, I 
certainly apologize. I didn’t mean to be. If I have appeared hazy 
on what it cost to store grain, sir, you are absolutely right. I don’t 
know. 

Senator Symineton. I didn’t mean you were evasive at all. I just 
wondered how many of your investments you could apply. 

Mr. Tuets. I will see that you get that. 

(The material submitted by Mr. Theis appears in the appendix 
at p. 631.) 

Senator Symrneron. You said you didn’t know. My only point 
is all we would like to do is be of service in getting the facts of this 
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‘ase before the Senate which will, of course, also be before the House, 
saa we would hope before the Department of Agriculture, but we 
have not had any evidence yet to show that there isn’t a very wide 
divergence in the cost, and therefore in the profits of people who are 
storing grain. 

Mr. Tuets. You are going to find that continuously. You will find 
that variation for a long, long time, Senator. There are 30 categories 
in the Department’s figures. 

Senator Symrneton. You have got to try and help us get the facts 
out because the way the Department of Agriculture is trying to help 
you doesn’t seem to me is going to get unanimous approval. 

Mr. Tuets. Thank you very much, Mr. Chairman. I appreciate 
being here. 

Senator Symineron. Thank you, Mr. Theis, for your courtesy. 

Mr. Brooks, would you like to say something? Sorry about these 
bells. Two bells is a quorum. One lone bell is a vote. 

Mr. Brooks. Did I understand you put in the record a list of the 
grain storage industry committee people ? 

Mr. Scumipr. Yes. 

Mr. Brooks. And the income they received ? 

Mr. Scumipr. Companies. 

Mr. Brooks. I think it would be fair for us to comment on this. 

This committee which Mr. Theis states seems to have had its origin 
in 1954, in fact had its origin in 1949, and I think it would be fair 
for the record to additionally state there is no relation between that 
committee and the group that periodically has been selected by the 
industry to discuss terms, conditions, and rates of the agreements. 

Senator Symineton. Let me say if there is any way you would like 
the record to be adjusted, we would be very glad, and I am sure Mr. 
Schmidt would be just as glad, any way you would like to have it 
adjusted. 

Mr. Brooks. I don’t want to adjust it. I want to keep it straight. 

Mr. Scumipr. It is listed as the grain storage advisory committee, 
not the negotiating committee. 

Mr. Brooks. It does have its origin in 1949. 

Senator Symineton. Have you any suggestions about the record ? 

Mr. Brooks. I have this suggestion. In view of your remarks about 
a suggestion from the industry, Mr. Theis’ statement on pages 22 and 
23, he. suggests there again the use of an accelerated rate which is a 

rate of a lower cost for the latter part of the storage period. 

He also suggests that when you keep grain in storage for a long 
period, you get a lower rate as time goes along. Now, this we regard 
all within the framework, you understand, of the State regulatory 
statutes. 

Senator Symineton. Have you suggested that to the Department 
of Agriculture? 

Mr. Tnets. Yes, sir. 

Mr. Brooks. The statement indicates we tried to discuss this with 
them at the meeting in March, yes, sir. 

Senator Symincton. What was their reaction ? 

Mr. Brooks. I think the statement was that, among other things, 
their electronics computing equipment would make it difficult to have 
variable rates. 
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Senator Symrneron. No comment. 

Is there anything else you would like to put in the record? 

Mr. Brooxs. I don’t think so, sir. I haven’t read the record yet. 

Senator Symrneron. After you read it if there is anything you 
would like to put in it, add to it, or change, we would be very glad 
to let you do it that way, providing counsel, of course, goes along 
with that. 

It isa privilege to see you, Mr. Theis. 

Mr. Tuets. Thank you, sir. 

Senator Symineton. The committee will recess subject to call of the 
Chair. 

(Whereupon, at 2:45 p.m., the subcommittee recessed, subject to 
call of the Chair.) 















PROGRAM OPERATIONS DIVISION 2 


8. DEPARTMENT OF AGRICULTURE 
COMMODITY STABILIZATION SERVICE 
PORTLAED CSS COMMODITY OFFICE 


MOV 2 5 1958 


ADMINISTRATIVE STAFF 






1. ADMINISTRATIVE MANAGEMENT: Plans and carries out administrative poli- 
cies and procedures. Determines requirements and recommends action 
to be taken on budgetary, personnel, and other administrative serv- 
ices. Analyzes reports of audits and surveys and recommends correc- 
tive action. 

2. PERSONNEL SERVICES: Plans, develops and carries out the personnel 
program including employment, classification, health, welfare, ea- 
ployee relations, training, safety, incentive awards and performance 

v. . 

3. BUDGET ANALYSIS AND CONTROL: Develops data necessary for prepars- 

on of ann es s for fund requirements and revisions there- 


of, and compiles and submits work status, man-month, and other 














Carries out administrative services 
functions including administrative procurement, space, management, 
maintenance, supplies, equipment, forms, communication systems, 
records management and reproduction services. 

5. PROCEDURE DEVELOPMENT AND INSTALLATION: Develops and installs or 


coordinates the internal administrative and operating procedures 


within the limits prescribed by Department, CSS, and CCC policies, 
regulations and instructions. 










Carries out functions pertaining to commodity acquisition, management and disposition, 
and traffic management operations of the office. 


1. 


2. 


CQ@@SODITY AVAILABILITY CONTROL: Maintains a continuing analysis reflecting com- 
modity availability as related to requirements, for the purpose of making allocations 
and consolidations, concentrations, and reconcentration of commodity inventories. 
MERCHANDISING: In accordance with program objectives and authorized directives, 

buys or otherwise acquires, sells, exchanges, or otherwise disposes of commodities. 
PRICING: In accordance with program objectives and authorized directives, determines 
prices for specific commodities. 

COMMODITY MOVEMENT: Analyzes location, age, and quantity of commodity stocks. De- 
termines sources which will provide the most feasible movement, considering economy, 
minimm storage, handling costs and advantages to inventory management. Initiates 
recommendations and actions to insure orderly movement of commodities to meet 
program commitments. 

MANAGEMENT: Determines condition of stocks from inventory records, reports 
from the Storage Management Division, and other available information. Calls for 
commodity inspections. Determines on basis of reports most practicable types of 
salvage. Arranges for the segregation, reconditioning, salvage, or other disposition 
of commodities. 

INVENTORY CONTROL: Maintains operating records reflecting changes in inventory 
position and prepares required reports. Analyzes amount, kind, and quality of com- 





modities to be stored and availability of storage facilities and space therein as 


reported by the Storage Management Division and cther sources. 

CLAIMS DETERMINATION: Investigates and makes administrative determinations of 
liabilities and liable parties for claims arising out of the activities of the 
Division. Administratively certifies to the Fiscal Division all claims for 


collection or disbursement and recording in accounts. Supplies information to 
’ th ag? -antamttnned 
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Carries out functions pertaining to fiscal contr 

1. ACCOUNTING SYSTEMS AND PROCEDURES: Recommen 
systems and procedures t prescribed ove 
liabilities of CCC and CSS. Maintains accou 
and expenditure of program funds. 

2. OFFICIAL INVENTORY RECORD: Develops, instal 
record of Cs5-CCC-owned commodities and prop 
ing divisions. Determines cost of commoditi 

3. LOANS CONTROL: Maintains accounting records 
loan activity and assets and liabilities of 
arrangements’ with Federal Reserve Banks to & 
agencies and maintains accounting control ov 
Exercises accounting control over lending as 
and ASC County Offices with respect to loan 
Examines and approves handler or cooperative 

4. SIGHT DRAFT CONTROL: Maintains records of CC 
County Offices and the payment of such draft 
action to protect the interests of CCC with 
improper. 

5. CLAIMS AND COLLECTIONS: Reviews claims dete 
form with contract provisions, administrativ 
regulations and that they are properly docu 
by and against fiscal agents. Completes the 
by other units. Initiates demands for payme 
adjustments. Reviews claims operations unde 
Serves as focal point within the office for 
attorneys in the conduct of litigation matte 
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cquisition, Management, disposition, defense and related programs 


nds policies and procedures for the conduct of activities. 


local conditions. Directs 


the execution of programs. 
aison with trade groups, : 
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fiscal control and management. 

S: Recommends, installs and maintains accounting 
escribed over-all systems to reflect assets and 
ntains accounts and records reflecting the receipt 
r 
lops, installs and maintains official inventory 

ies and property and furnishes information to operat- 
of commodities disposed of. 

iting records reflecting and controlling CCC commodity 
bilities of CCC arising from CCC loan programs. Makes 
re Banks to accept drafts drawn on CCC by lending 

iw control over drafts paid under such arrangements. 

‘rr lending agencies acting as CCC Servicing Agents 

ect to loan documents held in custody for CCC. 

‘ cooperative association loans as authorized. 

ecords of CCC sight drafts issued by ASC State and 

f such drafts by Federal Reserve Banks. Initiates 

of CCC with respect to paid drafts which appear to be 


| Claims determinations to ascertain that they con- 
administrative requirements and applicable laws and 
‘operly documented and executed. Adjudicates claims 
completes the fiscal aspects of claims adjudicated 
ids for payment, setoffs and necessary accounting 
rations under the claims prevention program. 

office for meeting requests of government 

gation matters. Performs duties assigned to 
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associations, federal and non-govern- 
ic. Assists in the presentation and interpretations of policies, 
e distribution of information regarding Commodity Office programs 


Inter- 


STORAGE MANAGEMENT DIVISION 


Carries out functions pertaining to storage management and general operational assistance. 

l. STORAGE MANAGEMENT: Provides contract information and receives applications for 
storage contracts within the area. Orders examination of facilities, commodities 
stored therein and investigations of warehousemen. Reviews app*ications, examination 
reports and subsequent examination reports, commercial crédit reports and other per- 
tinent data to determine whether warehousemen and facilities conform to prescribed 
standards. Determines initial and makes subsequent re-evaluation of performance 
bond requirements. Directs storage contract and agreement negotiations. Appro- 
ves, suspends or terminates storage contracts and agreements. Makes continuing 
review and analysis of state warehouse laws, applicable regulations and the 
administration thereof. ' 

2. STORAGE AVAILABILITY DETERMINATION: Ascertains, through field operations and from 
the Program Operations Division, estimates of the amount, kind and quality of com- 
modities for which storage may be required. Determines and advises the Progres 
Operations Division of the availability of facilities to meet storage requirements. 

3. WAREHOUSE EXAMINATION: Examines storage facilities and investigates qualifications 
of warehousemen and employees to determine eligibility for approval under warehousing 
agreements. Periodically re-examines storage facilities to determine adherence to 
contract provisions and suitability for continued use. Prepares required examina- 

4. COMMODIZY, INSPECTION: Periodically inspects for condition, commodities in store, 
owned or controlled by CCC and prepares required reports. Assists in segregation, 
reconditioning, salvage or other disposition of commodities as requested by the 
Program Operations Division. 

5. PHYSICAL INVENTORIES: Takes physical inventories of commodities in which CCC has 
financial interest and prepares required reports. 

6. OPERATIONAL ASSISTANCE: Assists and advises in, or expedites the securing of, 

in or the solution of operational problems confronting ASC 



































adjustments. Reviews claims operations unde 
Serves as focal point within the office for 
attorneys in the conduct of litigation matte 






CLADS DETERMINAT ION: Investigates and makes administrative determinations of 


[iabilities and liable parties for claims arising out of the activities of the 
Division. Administratively certifies to the Fiscal Division all claims for 


collection or disbursement and recording in accounts. Supplies information to 


7. 
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y acquisition, management and disposition, 


continuing analysis reflecting com- 
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1/ Field representative located at Berkeley, California. 
2/ Subsidiary chart available. 
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1. 
modity availablity as Saloted to requirements, for the purpose of making allocations liabilities of CCC a 
and consolidations, concentrations, and reconcentration of commodity inventories. and expenditure of p) 
2. MERCHANDISING: Im accordance with program objectives and authorized directives, OFFICIAL INVENTORY RI 
buys or otherwise acquires, sells, exchanges, or otherwise disposes of commodities. record of CSS-CCC-owr 
3. PRICING: In accordance with program objectives and authorized directives, determines ing divieions. te: 
prices for specific commodities. | 3. LOANS CONTROL: Maint 
4. COMMODITY MOVEMENT: Analyzes location, age, and quantity of commodity stocks. [e- loan activity and as: 
termines sources which will provide the most feasible movement, considering economy, | arrangements with Pex 
minimm storage, bandling costs and advantages to inventory management. Initiates agencies and maintal: 
| recommendations and actions to insure orderly movement of commodities to meet Exercises accounting 
program commitments. | and ASC County Office 
| 5. QUALITY MANAGEMENT: Determines condition of stocks from inventory records, reports Examines and approves 
from the Storage Management Division, and other available information. Calls for | ; 4 SIGHT DRAFT Set 
commodity inspections. Determines on basis of reports most practicable types of | vounty Offices and t! 
salvage. Arranges for the segregation, reconditioning, salvage, or other disposition | action to protect the 
commodities. improper. 
| 6. INVENTORY CONTROL: Maintains operating records reflecting changes in inventory CLAIMS AND COLLECTIOI 
position and prepares required reports. Analyzes amount, kind, and quality of con- ' form with cor 
modities to be stored and availability of storage facilities and space therein as FOGuAatians a 
| reported by the Storage Management Division and other sources. by and against 
| 7. CLAIMS DETERMINATIC Investigates and makes administrative determinations of by other unit 
| liabilities and liable parties for claims arising out of the activities of the ad us tame 
Division. Administratively certifies to the Piscal Division all claims for | a 
collection or disbursement and recording in accounts. Supplies information to ttorne n 
and collaborates with other organization units in disposition and settlement leins ft 
of claims. settlement thereof 
8. SHIPPING INSTRUCTIONS: Prepares and issues shipping instructions and orders to ishes W-up pro: 
vendors, warehousemen, and others. Maintains continuous follow-up with warehousemen office are receiving 
to insure performance and submission of proper cumentation. Arranges for sub- “AGims anc Accounts } 
stitution of cargo for delivery. Collaborates and gives technical advice in the PINANC TAL ARRAN GEM 
preparation of shipping instructions. Makes recommendations concerning matters snancial guarantees 
requiring compliance action on panne that arise from terminal es: ton with CCC sales cx 
9. ‘TRAFFIC MANAGEMENT: Arranges for transportation and related services. Negotiates over such tinancial ¢ 
contracts for transportation or accessorial services as required. Arranges for erewith. Makes ar 
protective services where required. Effects reconsignments and diversions. struct 8 issued 
10. TRAFFIC ANALYSES: Analyzes tariffs, inbound movements, freight bills and re- — ss a accept 
lated transit documents and effects transit privileges. Makes applications for | perform ‘ scal 
Section 22, Section 217 quotations; maintains appropriate registers. cCC in connect wit 
i. CHARGES EXAMINATION AND APPROVAL: EXAMCHATION AND APPROVAL: Examines and approves on pre-audit basis as required by late 
transportation charges. Effects transit agreements with carrier inspection and | 7 ACCOUSTING CLASSI TCA 
weighing bureaus. Verifies and approves transportation charges on post audit xdes and other accor 
basis. Reviews and initiates action to extend transit billings | |S STTLEMENT OPERATIONS 
12. PORT SERVICES: Mmkes determination of services required at ports for the to or from warehouses 
economical export of commodities requiring wharfage, pier storage, handling, practice, prepares st 
and commodity servicing within the port areas. Makes analysis of demurrage examines and approves 
situations, initiates action to provide remedies and administratively approves settiement statements 
demurrage charges. | | variety of transactio 
| for c¢ nforaity to adz 
Certifies and schedul 
| invoices with necessa 
for deposit collectic 
| 10 LIGATION ANALYSIS: 
| Sul. icienc progra 
determines the availa 
11. CUSTODIAL SERVICE: R 
receipts and releases 
authorities. 
12. MACHINE SERVICE: Pro 


¢ 
sor 


tabulating, etc., 
stical activities o! 


REPORTS: Compiles an 
statements reflecting 





8 for payment, setoffs and necessary accounting 
ations under the claims prevention program. 
office for meeting requests of government 
ation matters. Performs duties assigned to 
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FISCAL DIVISION — 


unctions pertaining to fiscal contro] and management. 

>; SYSTEMS AND PROCEDURES: Recommends, installs and maintains accounting 

1d procedures within prescribed over-all systems to reflect assets and 

»s of CCC and CSS. Maintains accounts and records reflecting the receipt 
liture of program funds. 

[INVENTORY RECORD: Develops, installs and maintains official inventory 
CS5-CCC-owned commodities and property and furnishes information to operat- 
tons. Determines cost of commodities disposed of. 

TROL: Maintains accounting records reflecting and controlling CCC commodity 
vity and assets and liabilities of CCC arising from CCC loan programs. Makes 
nts with Pederal Reserve Banks to accept drafts drawn on CCC by lending 

and maintains accounting control over drafts paid under such arrangements. 
accounting control over lending agencies acting as CCC Servicing Agents 
sunty Offices with respect to loan documents held in custody for CCC. 

and approves handler or cooperative association loans as authorized. 

FT CONTROL: Maintains records of CCC sight drafts issued by ASC State and 
fices and the payment of such drafts by Federal Reserve Banks. Initiates 
protect the interests of CCC with respect to paid drafts which appear to te 


D COLLECTIONS: Reviews claims determinations to ascertain that they con- 
contract provisions, administrative requirements and applicable laws and 
ns and that they are properly documented and executed. Adjudicates claims 
ainst fiscal agents. Completes the fiscal aspects of claims adjudicated 
units. Initiates demands for payment, setoffs and necessary accounting 
ts. Reviews claims operations under the claims prevention progras. 

focal point within the office for meeting requests of government 

in the conduct of litigation matters. Performs duties assigned to 
fficers” in the disposition of disputed claims including negotiating 

t thereof. Prepares or maintains claims case folders or files. Estab- 
liow-up procedures to assure that claims or potential 


claims in the 
e receiving prvgpt attention. 


Maintains collection follow-up on all 

d accounts receivable. Consolidates and renders claims reports. 
ARRANGEMENTS: Determines the adequacy of letters of credit and other 
guarantees established in favor of CCC by commercial firms in connect- 

“CC sales contracts or special export programs; maintains control 
‘inancial guarantees and takes appropriate actions in connection 
Makes arrangements with Federal Reserve Banks, within the basic 

ons issued to such Banks, to carry o -Ollection and disbursement 
to accept and honor drafts, to hande collection letters and to 

ther fiscal services. Performs financing operations on behalf of 

mnection with sales made by commercia: exporters for foreign currency, 

ed by related .aws and regulations. 

G CLASSIFICATION: Classifies accounting media to the appropriate account 
other accounting classifications. 

T OPERATIONS: Examines documents evidencing the movement of commodities 

m warehouses and, when provided by contract, or in accordance with trade 
prepares statements for settlement of quantity and quality differences; 

and approves related invoices for warehouse and other charges; prepares 

t statemente indicating amounts due to or from CCC, as a result of a 

f transactions requiring the calculation of final settlements. 

ON AND CERTIFICATION: Examines expenditure and collection documents 

rmmity to administrative requirements and applicable laws and rules. 

and schedules for payment approved vouchers. Prepares and forwards 

with necessary supporting documents. Reviews, classifies, and schedules 

it collections and maintains supporting records. 

N ANALYSIS: Performs analysis of obligations documents to insure 

cy of program funds, alloted to the office to meet expenditures and 

6 the availability of program funds for the purpose to be charged. 
SERVICE: Receives into custody valuable documents, such as warehouse 

and releases these documents on a trust basis upon receipt of proper 

Ss. 

FRVICE: Provides electric accounting machine service, such as sorting, 

S, etc, for the various accounting, inventory, reporting, and sta- 

activities of the office. 

Compiles and analyzes inventory, financial and accounting reports and 


s reflecting program status and financial position. 
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TDIVEFTORIES: Takes paoysicm sO 
rest and prepares required reports 
ASSISTANCE: 


Assists and advises in, or expedites the securing of, 


or the solution of operational problems confronting ASC J 


STORAGE MANAGEMENT DIVISION 


Carries out fumctions pertaining to storage management and general operational as 




























STORAGE MANAGEMENT: Provides contract information and receives applications 
storage contracts within the area. Orders examination of facilities, ccmmodi 
stored therein and investigations of warehousemen. Reviews app ications, 
reports and subsequent examination reports, commercial crédit reports and oth 
tinent data to determine whether warehousemen and facilities conform to pres 
standards. Determines initial and makes subsequent re-evaluation of perform 
bond requirements. Directs storage contract and agreement negotiations. App 
ves, suspends or terminates storage contracts and agreements. Makes contin 


review and analysis of state warehouse laws, applicable regulations and the 
administration thereof. 


STORAGE AVAILABILITY DETERMINATION: Ascertains, through field operations an 
the Program Operations Division, estimates of the amount, kind and quality o 
modities for which storage may be required. Determines and advises the P 
Operations Division of the availability of facilities to meet storage req 
WAREHOUSE EXAMINATION: Examines storage facilities and investigates qualific 
Of warehousemen and employees to determine eligibility for approval under 
agreements. Periodically re-examines storage facilities to determine adheres 
contract provisions and suitability for continued use. Prepares required e 
tion reports. 
COMMODITY INSPECTION: Periodically inspects for condition, commodities in st 
owned or controlled by CCC and prepares required reports. Assists in segreg 
reconditioning, salvage or other disposition of commodities as requested by % 
Program Operations Division. 
PHYSICAL INVENTORIES: Takes physical inventories of commodities in which 
financial Interest and prepares required reports. 
OPERATIONAL ASSISTANCE: Assists and advises in, or expedites the securing of 
ce assistance for the solution of operational problems confronting Ag 
State and County Offices and CCC agents in local program administration. ®t 
information from program participants for use in development, improvement, 
management of programs and procedures. 


EMERGENCY GRAIN STORAGE FLEET MAINTENANCE STAFF 


1. CARGO INSPECTION: Draws representative samples from each hold of vess 


at regular intervals, recording on sampling forms temperature, odor, 
moisture content and any other data pertinent to the condition of the 


cargo. 
2. LABORATORY ANALYSIS: Analyzes samples of grain submitted by inspection 
crew chie? for all factors relating to the maintenance of quality anc 


condition of grain stored in the ships of the fleets; and determines 
actual current grade and class of grain where necessary. 
3. FUMIGATION AND AERATION: Polices ships to assure adequate aeration of 
Cargo and makes requests for adjustment in ventilating equipment as 
necessary. Gives technical advice on fumigation and checks performan 
under fumigation contracts. 
4%. REPORTING: Based on operating instructions and procedures, prepares 
reports containing complete information pertaining to condition of 
grain and reports on operations, personnel, and other related data 
as required. 
5. WORKING RELATIONSHIPS: Develops and maintains working relationships 
with time stration Fleet Maintenance Staff, stevedoring 
companies, and others. Advises Maritine tenance Staff of necess 
steps to be taken by them to prevent quality or condition deteriorati 
of grain cargoes. 


vrepared by: 
classification and Organisat 
Personne] Management Divisic 
Supersedes chart dated July |i 
pertains to Portland C35 & 
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APPENDIX 


MARCH 11, ExnuIsitT 2 
THREE STATE WAREHOUSE COMPANY—GENERAL PARTNERSHIP AGREEMENT 


Whereas L. M. SMITH, of Waterville, Washington, is doing business in 
Portland, Oregon, under the designation of ‘“‘Three State Warehouse Company” 
with his main office at 6803 SE. Johnson Creek Boulevard, Portland, Oregon; 
and 

Whereas W. A. RICHARDS, of 7847 SW. 11th Avenue, Portland, Oregon, 
and EARL C. COREY, Apt. 910, 1717 SW. Park, Portland, Oregon, are desirous 
of joining in the operation of said company as general partners, accepting all 
present contract and lease obligations as presently entered into by L. M. Smith 
and/or said “Three State Warehouse Company” : Now, therefore, 

L. M. Smith, of Waterville, Washington, W. A. Richards of 7847 SW. 11th 
Avenue, Portland, Oregon, and Earl C. Corey, Apt. 910, 1717 SW. Park, Port- 
land, Oregon, the parties hereto, intending to be legally bound, do hereby agree 
to form a partnership under the laws of the State of Oregon, under the following 
terms and conditions: 

ARTICLE I 


1. The name of the partnership shall be “Three State Warehouse Company.” 

2. The principal place of business of the partnership shall be at 6808 SE. 
Johnson Creek Boulevard, Portland, Oregon, and at such other localities, within 
or without the State of Oregon as may be agreed wpon by the partners. 


ARTICLE II 


1. The partnership shall engage in the business, of owning, constructing, 
operating, and/or leasing grain warehouses in the State of Oregon, or elsewhere, 
and to transact all business incident thereto; to buy, sell, store, and otherwise 
deal in grains and feeds, and all manufactured products thereof and all other 
commodities of every kind and description and to do general commission busi- 
ness; and to do all other business of a similar nature or related thereto as shall 
be agreed upon by the partners. 

ARTICLE III 


1. The capital of the partnership shall consist of the total sum of Ninety 
Thousand Dollars ($90,000), contributed equally by each of the partners. 

2. An individual capital account shall be maintained for each partner. 

3. Except by unanimous agreement of the partners, or on dissolution the 
capital contributions of the partners shall not be subject to withdrawal. 


ARTICLE IV 


1. The net profits or net losses of the partnership shall be distributable or 
chargeable, as the case may be, to each of the partners in equal proportions. 

2. An individual Income Account shall be maintained for each partner. Profits 
and losses shall be credited or debited to the individual income accounts as 
soon as practicable after the close of each fiscal year. 

3. If there be no balance in the individual Income Accounts, net losses shall 
be debited to the individual Capital Accounts. If the Capital Account of a part- 
ner shall have been depleted by the debiting of losses under this paragraph, fu- 
ture profits of that partner shall not be credited to his Income Account until 
the depletion shall have been made good, but shall be credited to his Capital Ac- 
count. After such depletion in the Capital Account shall have been made good, 
his share of the profit thereafter shall be credited to his Income Account. 
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4. The fiscal year of the partnership shall be from May 1st to April 30th of 
each year, if the Internal Revenue Service shall consent. 


ARTICLE V 


1. L. M. Smith shall be the general manager of the business of the partnership 
and shall devote such time as necessary to the partnership business. He shall 
hire and discharge employees as he may deem necessary, including a Superin- 
tendent, on such terms and conditions as he shall deem reasonable for the carry- 
ing on of the partnership business. 

2. L. M. Smith shall be entitled to his actual expenses incurred as general 
manager, together with such salary as the partners may agree. 


ARTICLE VI 


1; In the contingency that L. M. Smith shall become deceased or incapacitated 
during the term of this partnership, his interest herein shall be subject to the 
management and control of his wife, Ellen Mae Smith, who shall become General 
Manager. 

2. In the contingency that Ellen Mae Smith shall not survive L. M. Smith, or 
in the event of the decease of W. A. Richards or Earl C. Corey, the surviving 
partners shall jointly operate said business for the benefit of the partnership un- 
til the end of the fiscal year, at which time the partnership business shall be 
liquidated at a reasonable price. Only in such a contingency shall the two sur- 
viving partners have a first option to purchase the interest of the deceased part- 
ner, the option to be exercised at the end of the fiscal year after the date of the 
death of a partner, and the option to run to each of the surviving partners for 
one-half of the deceased partner’s interest. If the price and terms of the pur- 
chase and sale of the deceased partner’s interest cannot be agreed upon by the 
parties, the surviving partner or partners shall select one appraiser, the legal 
representative of the deceased partner shall select one appraiser, and the two 
appraisers so nanged shall select the third appraiser. Within thirty days there- 
after said three appraisers, by a majority vote, shall determine the price and 
terms of payment of decedent’s interest, considering the fair value of said in- 
terest and payment over a reasonable period of time. Determination of said 
appraisers shall bind all the parties and the surviving partner or partners shall 
have an additional thirty days to complete such purchase. Should any party fail 
to name an appraiser within fifteen days after a demand in writing for such ap- 
pointment has been made, the other party may petition the Circuit Court of 
Multnomah County, Oregon, and the Presiding Judge of said Court shall name 
an appraiser to act with all of the powers provided above. 


ARTICLE VII 


1. The partnership shall continue until dissolved. Upon any such voluntary 
dissolution by agreement, the affairs of the partnership shall be liquidated forth- 
with. The assets of the partnership shall first be used to pay or provide for all 
debts of the partnership. Thereafter, all moneys in the Income Accounts of the 
partners, and all amounts due for earned or unpaid salaries of the partners, shall 
be paid to the partners respectively entitled thereto. Then the remaining assets 
shall be divided according to the proportionate interests of the partners on the 
basis of their respective Capital Accounts as they stood upon the date of such 
dissolution, after crediting or debiting thereto the net profit or net loss accrued 
or incurred, as the case may be, from the date of the last accounting to the date 
of dissolution. 

2. Upon termination of thé partnership by agreement of the partners, any 
two partners shall have the right, in lieu of liquidation provided in the preced- 
ing paragraph of this Article VII, to continue the business of the partnership by 
themselves or in conjunction with any person or persons they may select after 
payment for the withdrawing partner’s interest for an amount and upon terms 
mutually agreeable. In the contingency that no mutual agreement can be 
reached on the price and/or terms, appraisers shall be appointed by the partners 
in the manner provided in Article VI (2) above. 
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ARTICLE VIII 


1. Checks shall be drawn on the partnership bank account for partnership 
purposes only and may be signed by either L. M. Smith or any other partner or 
employee designated by L. M. Smith. 

2. The General Manager may without the consent of the other partners— 

(a) Borrow money in the firm name for firm purposes or utilize collateral 
owned by the partnership as security for such loans; 

(b) Assign, transfer, pledge, compromise, or release any of the claims of 
or debts due the partnership upon such terms as he shall see fit, or arbitrate 
or consent to the arbitration of any of the disputes or controversies of the 
partnership ; 

3. No partner may without the consent of the other partners— 

(a) Make, execute, or deliver any assignment for the benefit of creditors 
or any bond, confession of judgment, chattel mortgage, deed, guarantee, in- 
demnity bond, surety bond, or contract to sell or contract of sale of all or 
substantially all of the property of the partnership ; 

(b) Lease or mortgage any partnership real estate or any interest therein 
or enter into any contract for any such purpose ; 

(c) Pledge or hypothecate or in any manner transfer his interest in the 
partnership, except to the other parties to this agreement, except as pro- 
vided hereinabove. 

ARTICLE Ix 


1. The partnership shall maintain a bank account or bank accounts in such 
bank or banks as may be agreed upon by the partners. 

2. All notices provided for under this agreement shall be in writing and shall 
be sufficient if sent by registered mail to the last known address of the party to 
whom such notice is to be given. 

3. Proper and complete books of account shall be kept at all times and shall 
be open to inspection by any of the partners or by their accredited representative 
at any time during reasonable business hours. The books of account shall be 
examined and reviewed as of the close of each fiscal year by an independent 
public accountant agreeable to the partners, who shall make a report thereon. 


ARTICLE X 


1. The parties hereto covenant and agree that they will execute any further 
instruments and that they will perform any acts which are or may become 
necessary to effectuate and to carry on the partnership created by this agree- 
ment. 

2. That partners agree that a balance sheet of this partnership as of August 
1, 1956, is attached hereto; that all interest shown is correct, that all existing 
liabilities and contracts of any nature shall hereafter be considered the con- 
tinued liabilities and contracts of said partnership and of all partners hereto. 

In witness whereof, the parties hereto have hereunto set their hands and 
seals this Ist day of August, 1956. 

L. M. SMITH. 
W. A. RICHARDS. 
EArt C, Corey. 


MARCH 11, EXHIBIT 3 


U.S. DEPARTMENT OF AGRICULTURE, 
CoMMODITY STABILIZATION SERVICE, 
COMMODITY OFFICE, 
Portland, Oreg., May 10, 1956. 
THREE STATE WAREHOUSE Co., 
Portland, Oreg. 

GENTLEMEN: Your facility at Milwaukie, Oreg., State No. 373, building No. 2, 
has been approved under uniform grain storage agreement No. 92-4—CCC-—288 as 
of May 9, 1956. 

We are enclosing an executed copy of this agreement and schedule of rates 
for your files. 
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We are also enclosing a copy of “Handbook for Warehousemen Operating 
Under Uniform Grain Storage Agreement” for your information. 
Very truly yours, 
EARL C, Corey, Director. 
HENRY W. COURTNEY. 


Conmmndity Goodie UGSA No. 92-4+-CCC—288 
Corporation Form 25 fad oaaat inet 1. 98 10R@ 
(Revised 5-152) Originally executed April 26, 1956 


(Modified 3-31-54) + 


U.S. DEPARTMENT OF AGRICULTURE, COMMODITY STABILIZATION SERVICE, 
COMMODITY CREDIT CORPORATION 


UNIFORM GRAIN STORAGE AGREEMENT’ 


1. This agreement, made and entered into this 26th day of April 1956, by and 
between Commodity Credit Corporation, hereinafter referred to as “Commodity,” 
and L. M. Smith, doing business as Three State Warehouse Co., with priocipal 
place of business at 6803 SE. Johnson Creek Boulevard, Portland, Oreg., here- 
inafter referred to as the “warehouseman” : 

Witnesseth : 

2. Whereas the warehouseman represents that he owns or operates the ele- 
vator(s) or warehouse(s) located in the State of Oregon, and described on the 
attached “schedule of warehouses” and that such elevator(s) or warehouse(s), 
hereinafter referred to as the “warehouse,” has the equipment and facilities 
which are listed in his application for approval under the uniform grain storage 
agreement (the statements made therein being hereby incorporated in and made 
a part of this agreement) for the receiving, handling, conditioning, warehous- 
ing, storing, and loading out of grain; and 

3. Whereas Commodity desires that the facilities of the warehouse be made 
available with respect to grain as defined in this agreement, owned by, or in the 
possession of, Commodity or any other agency of the United States under the 
general supervision of the Secretary of Agriculture, or in the possession of any 
lending agency in connection with a loan made available by Commodity, or, as 
of the date of deposit, grain which is deposited in the warehouse by a producer 
and later is delivered to Commodity under a price-support purchase agreement, 
or becomes security for a loan made, or made available, by Commodity (such 
grain being hereinafter referred to as “the grain” or as “grain subject to the 
terms of this agreement’’) : 

4. Now, therefore, in consideration of the premises, the parties hereto covenant 
and agree as follows: 

5. Agreement to cover all the grain accepted: All the grain accepted by the 
warehouseman shall be received, stored (if the grain is in storable condition) 
up to the capacity made available by him, conditioned, loaded out, billed, and 
shipped as requested by Commodity or other authorized person and in accord- 
ance with the provisions of this agreement and the applicable uniform grain 
storage agreement schedule of rates (hereinafter referred to as “schedule of 
rates”). The period for which all grain shall be stored shall be at the 
option of Commodity or the holder of the warehouse receipt, unless a limited 
period of storage has been agreed to by Commodity in writing. 


This print of CCC Form 25: Uniform Grain Storage Agreement, incorporates modifica- 
tions made therein to be effective as of the 1954 renewal date. It may be executed on or 
after that date by warehousemen not presently operating under the agreement. Ware- 
housemen presently operating under the agreement may execute this modified print at any 
time, it being expressly agreed that the modifications contained herein shall be effective as 
of the 1954 renewal date, regardless of the date of execution. Sections modified are: 
5, 7 through 13, 13 through 21, 25, 26, and 28. 

? Portions in bold italicized type do not apply to those warehouses where official weights 
and grades are not available. 
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6. Basis on which grain is stored or handled: (a) All the grain accepted 
by the warehouseman, whether for storage or for handling only, shall be deemed 
to be commingled with other grain, and the responsibility of the warehouse- 
man with respect thereto shall be as if stored or handled commingled, unless 
Commodity and the warehouseman have mutually agreed that the grain 
shall be stored or handled, identity preserved in such a manner that the actual 
grain Ricocites and no other be delivered to the owner of such grain, and 
unless the warehouse receipts and/or seale ticket or accompanying certificate 
is marked in a manner satisfactory to Commodity that the grain is stored or 
handled, identity preserved. Grain subject to the terms of this agreement 
which is not of a storable grade and quality shall not be accepted by the 
warehouseman for handling only except on an identity preserved basis unless 
otherwise mutually agreed in writing by the warehouseman and Commodity. 

(b) Unless otherwise directed by Commodity, grain subject to the terms of 
this agreement accepted by the warehouseman for direct transfer shall be 
handled, identity preserved. 

28. Effective date: This agreement shall become effective upon its signature 
on behalf of Commodity, and shall continue in full force and effect until the 
first May 31 thereafter with respect to all warehouses located in the States 
of Alabama, Arizona, Arkansas, California, Florida, Georgia, Louisiana, Mis- 
sissippi, New Mexico, Oklahoma, South Carolina, and Texas, and until the first 
June 30 thereafter with respect to all warehouses located in all other States. 
This agreement shall be renewed automatically from year to year thereafter, 
unless either party notifies the other, by written notice, at least 30 days prior 
to the next renewal date, of his election to terminate the agreement upon such 
renewal date. In the event this agreement is terminated by mutual consent 
or for cause, or either party elects to terminate this agreement on any annual 
renewal date, and at the time of such termination there is stored in the 
warehouse grain on which Commodity is obligated to pay charges. Commodity 
shall thereafter pay storage at the warehouseman’s applicable tariff or posted 
rates until such grain is removed or otherwise disposed of. 

29. Descriptive headings: The descriptive headings of the various sections 
hereof were formulated and inserted for convenience only and shall not be 
deemed to affect the meaning or constructions of any of the provisions hereof. 

30. Contingent fees: The warehouseman warrants that he has not employed 
any person to solicit or secure this agreement under any agreement for a com- 
mission, percentage, brokerage, or contingent fee; that no such consideration 
or payment has been or will be made. Breach of this warrant shall give Com- 
modity the right to annul the agreement, or, in its discretion, to deduct from 
the charges hereunder the amount of such commission, percentage, brokerage, 
or contingent fee. This warranty shall not apply to commissions payable by 
the warehouseman under contracts secured or made through bona fide estab- 
lished commercial or selling agencies maintained by the contractor for the 
purposes of securing business. 

31. Execution: This agreement shall be executed by duly authorized repre- 
sentatives of Commodity and the warehouseman, and shall not be amended or 
superseded except by written agreement executed in the same manner as this 
agreement. 

All reporting requirements of this agreement have been approved by, and 
subsequent reporting and recordkeeping requirements will be subject to the 
approval of the Bureau of the Budget in accordance with the Federal Report 
Act of 1942. 

COMMODITY CREDIT CORPORATION, 
By ——— ———., Contracting Officer. 
Warehouseman L. S. SmitrH 
Doing business as Three State Warehouse Co. 
By L. M. SmiruH, Owner. 
In presence of G. Gordon Sheilon. 
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Recipients of storage payments in excess 


1959 to companies operating under I 


Firm 


C-G-F Grain Co.! 


Cargill, Inc.? 


Continental Grain Co 


Union Equity Cooperative Exchange 
Archer-Daniels-Midland Co 


Harvest Queen Mill & Elevator Co----- 
Farmers Union Grain Terminal Association 
Farmers Cooperative Commission Co 


Good Pasture Grain & Milling Co 
Morrison Quirk Grain Co 
Norris Grain Co-. 


F. H. Peavey Co 


Burrus Mills, Inc_. 


General! Mills, Inc 


*Producers Grain Corp 


Ross Industries 3. 


Dannen Mills, Inc-- 
Bunge Corp.!.....--- 


Sam P. Wallingford Corp- 
The Pillsbury Co., Inc. 
Standard Milling Co-_. 


Lawrence Warehouse Co... 


Kimbell Milling Co 
Bartlett Grain Co 


Farmers Union Jobbing Association 
Morrison Grain Co 

Kerr Grain Corp 

J. C. Crouch Grain Co 

Occident Elevator Co_. 
International Milling Co 


Nebraska-Kansas-Colorado Grain Co 
Westcentral Cooperative Grain Co_.- 
Farmers Grain Dealers Association of lowa 
Heard Elevator Co.5 


Colorado Milling & Elevator Co_. 
Osborne McMillan Elevator Co 
Simonds-Shields-Theis Grain Co 
Central Soya Co., Ine 

Vandusen Harrington 

Seaboard Allied Milling Co.¢ 
Stockton Elevators 

Uhiman Elevator Co.’ 

Wagner Mills, Inc 

Pfeffer & Son Warehouse 
Equity Union Grain Co 

Louis Dreyfus Corp 


See footnotes at end of table, p. 403 


GRAIN STORAGE 


OPERATIONS 


COMMODITY CREDIT CORPORATION 


of $500,000 made in the calendar year 
niform Grain Storage Agreements 


Amount Location or home office 


23, 470, 634 | Fort Worth, Tex. 
Atchinson, Kans 
Salina, Kans 
Topeka, Kans. 
Wichita, Kans. 
Lincoln, Nebr. 
12, 103,615 | Minneapolis, Minn 
San Francisco, Calif 
6,835,190 | Fort Worth, Tex. 
Kansas City, Mo. 
Minneapolis, Minn 
Chicago, Ll. 
Omaha, Nebr. 
6, 717,599 | Enid, Okla. 
6,076, 898 | Minneapolis, Minn 
Kansas City, Mo 
5, 884,495 | Plainview, Tex 
4,781,426 | St. Paul, Minn 
4,102,697 | Hutchinson, Kans 
| Wichita, Kans. 
3, 824,297 | Brownfield, Tex. 
2, 929, 588 | Hastings, Nebr 
| 2, 889, 238 | Chicago, Il. 
| Kansas City, Mo. 
Duluth, Minn. 
| 2,806, 431 | Minneapolis, Minn 
Omaha, Nebr. 
2, 787,837 | Fort Worth, Tex. 


Kansas City, Mo 


2, 776, 898 | Chicago, Il 
| Enid, Okla. 
Minneapolis, Minn. 
Wichita, Kans. 
2, 621, 401 Amarillo, Tex 


Grant, Nebr. 
Wichita, Kans. 
Newton, Kans. 
Wellington, Kans 


2, 569, 7 


2, 477, 522 | St. Joseph, Mo. 
2,318,773 | Kansas City, Mo. 
Minneapolis, Minn 
Hutchinson, Kans 
2, 292,231 | Wichita, Kans. 
2, 285, 802 | Minneapolis, Minn 
2,214,819 | Kansas City, Mo. 
| | Buffalo, N.Y. 
| Minneapolis, Minn. 
Keyes, Okla. 
2, 211, 720 | Chicago, Ill. 
San Francisco, Calif. 
} 2, 181,374 | Fort Worth, Tex. 
2, 126,983 | Kansas City, Mo. 
Sioux City, Iowa 
1, 843,314 | Kansas City, Mo 
1, 821,811 | Salina, Kans. 
1, 639, 331 | Portland, Oreg 
| 1, 638,035 | Dallas, Tex 
1, 580, 207 | Minneapolis, Minn 
1, 544,132 | Kansas City, Mo. 
Minneapolis, Minn 
1, 540,705 | Salina, Kans 
1, 363, O88 | Omaha, Nebr 
1, 328,074 | Des Moines, lowa 
1, 272, 328 | Fort Worth, Tex 
| Petersburg, Tex. 
1, 217,058 | Denver, Colo 
1, 205, 173 Minneapolis, Minn. 
1, 204,029 | Kansas City, Mo 
1, 194,312 | Chicago, Ill. 
1, 142,172 | Minneapolis, Minn 
1, 139, 311 Kansas City, Mo 
1, 120, 336 | Stockton, Calif 
1,110,445 | Fort Worth, Tex 
1,096, 913 | Schuyler, Nebr 
1,069, 791 | Houston, Tex 
1,050, 622 | Lincoln, Nebr 
873,042 | New York, NY 


t 


Minneapolis, M 
Chicago, Ill 


Inn 


jear 


ce 
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Recipients of storage payments in excess of $500,000 made in the calendar year 
1959 to companies operating under Uniform Grain Storage Agreements—Con. 

' | 

Firm Amount | Location or home office 








RO wg | | Sn a ee ee $824,820 | Enid, Okla. 


Ce Na has cede de a ccnneddnweckoeko dant 816,012 | Waco, Tex. 
United Bievatere. ..<..6000...0<.4- si it an at 776,675 | Plainview, Tex. 
North Pacific Grain Growers, Inc ee eee ee 745, 064 | Portland, Oreg. 
Early & Daniel Co__--._......---- Silo cho vasa ira atest a 741,074 | Cincinnati, Ohio. 
Salivia Wertninnd: Wievabie cc. se sses occ kk eee nntecee 736,693 | Kansas City, Mo. 
RN a IO I in canes nites egneecernst meee ppiicibim ashalia wiiikarcebdeaee nai 719, 539 | Bovina, Tex. 

The Quaker Oats Co Tee sstessdl truabannadta site ohm eanciraln Seater 705,018 | Fort Dodge, Iowa. 
United Industries Co., Ine sain awa eatealdaetaasenina ad 698, 540 | Houston, Tex. 
Lindsay Bonded Warehouse Co-_______-_-_--------- ae 670,004 | Bernice, La. 
Pitman Grain Co___..--- casas case Satie ta eit ee eeiaen ica ae 657,363 | Hereford, Tex. 
Friona Wheat Growers-- ‘octet Soak can Ceeaeneat 641,939 | Friona, Tex. 
Odessa Union Warehouse Corp cer oe - ae 642, 522 | Odessa, Wash. 
ENGIN Me COI Oe ois oo a wns des LLL 634,601 | Bovina, Tex. 
I NINE DINOS iain cig Snine onicnntiddaetanunsigheswenmenh 615, 603 | Kansas City, Mo. 
a SEE Eas 601,987 | Plainview, Tex. 
Interstate Grain Corp-_--_-- eet a ee ease ere 596, 982 | Fort Worth, Tex. 
Bolin Warehouse. _________- J =e ee. 592, 225 | Wichita Falls, Tex. 
Coffield Warehouse Co__ ____.--_--- ‘ eae: 592,112 | Houston, Tex. 

S. E. Cone Grain & Seed Co___-_--- tila 579, 067 | Lubbock, Tex. 
Attebury Elevator, Inc ; | 578, 334 | Amarillo, Tex. 
Dimmitt Wheat Growers, Inc__. es ae 569, 329 | Dimmitt, Tex. 
Kansas Milling Co__.______. a a al Bia ae a a 562,482 | Wichita, Kans. 
Montana Milling Co-_. ar > : ee a 535, 881 | Great Falls, Mont. 
Patterson Grain Co bce = 513, 751 | Lockney, Tex. 

EON ee en ee eee 510, 655 | Corcoran, Calif. 
pe ee ee eee eae 508, 821 | Tolono, Ill. 

South Dakota Wheat Growers Association __............-.-- | 500, 582 | Aberdeen, S. Dak. 








Wick sions: ieaiemabtailicnieaadelavcitll -| 158, 149,077 | 
| 





! Includes $4,572,378 paid to the Amortibane Investment Co., Salina, Kans., and $2,396,675 paid to Petro- 
leum Ine., Lincoln, Nebr. 

2 Includes $239,961 paid to Cargill of California, San Francisco, Calif. 

3 Includes amounts paid to the former Hunter Milling Co., Wellington, Kans.; Wichita Terminal Ele- 
vator, Wichita, Kans.; and American Flours, Inc., Newton, Kans. 

4 Includes $1,024,913 paid to the former Gano Grain Co., Hutchinson, Kans., now the Gano Grain Division 
of Bunge Corp. 

5 Includes $227,901 paid to Heard Elevator, Petersburg, Tex. 

* Formerly the Rodney Milling Co. 

7 Includes $48,867 paid to Uhlmann Grain Co., Gilman, IIl. 

SUBCOMMITTEE Note.—Producers Grain Corp. has informed the subcommittee that the 
amount listed above, as furnished by the Department of Agriculture is not correct. Pro- 
ducers Grain Corp. states the correct figure is $2,462,494.93. Producers Grain Corp. 
further states that they have no elevator in Nebraska and, therefore, the listing of Grant, 
Nebr., as “Location or home office” is incorrect. 


INSTRUCTION No. 344-5—ExHIBIT A 
U.S. DEPARTMENT OF AGRICULTURE, PRODUCTION AND MARKETING ADMINISTRATION 


Action by: All branches and offices. 
All Employees. 


TYPES oF MISCONDUCT WHICH SUBJECT AN EMPLOYEE TO DISCIPLINARY ACTION 


Approved. 
M. A. BRASWELL, 
Deputy Administrator. 
I. PURPOSE 


To inform employees of activities and conduct prohibited by law or by the 
administrative regulations of the Department of Agriculture. 


II. RESPONSIBILITIES OF EMPLOYEES 


Most employees comply with laws and regulations which govern their employ- 
ment. Only rarely do employees deliberately violate those laws and regulations. 
For protection against the possibility of violations, it is important that employees 
be informed about the types of misconduct for which penalties may be imposed. 
Exhibit A attached lists many such offenses, but it is not intended as a complete 








404 INVESTIGATION OF GRAIN STORAGE OPERATIONS 


listing. Other examples of improper conduct may be inferred by comparison 
with those listed. In addition to the need to inform himself concerning this 
matter and to comply with the laws and regulations, an employee has the fol- 
lowing responsibilities with respect to the actions of other employees. 

A. If he has reason to believe that there exists any irregularity, falsification, 
or discrepancy involving accountability to, or a claim on behalf of, the United 
States, he should report such fact immediately to the appropriate personnel 
office. 

B. If a supervisor, he should report to the appropriate personnel office for 
investigation any case of known or alleged delinquency, misconduct, neglect of 
duty, fiscal irregularity, violation of regulations, or similar offense by an em- 
ployee. Detailed instructions on the reporting procedure are given in PMA 
instruction No. 344-1. 

III. PENALTIES 


In a few instances, the penalty prescribed by law is shown on exhibit A. 
Where this is not the case, the penalty depends as a rule on (1) the seriousness 
of the offense, and (2) whether, in less serious types, it is the first, second, or 
third offense. 


PARTIAL LIST OF OFFENSES WHICH SusJECT AN EMPLOYEE TO DISCIPLINARY 
ACTION 


A. POLITICAL ACTIVITY 


Information on the types of political activity in which PMA employees may 
and may not engage is given in PMA instruction 345-1, “Political Activity,” 
which is distributed to all employees. 


B. MEMBERSHIP IN ORGANIZATIONS AND STRIKES AGAINST THE GOVERNMENT 


1. Membership in subversive organizations—No person may be employed in 
the Federal Government who is a member of any political party or organization 
that advocates the overthrow of our constitutional form of government in the 
United States. An employee may not advocate, or be a member of any organiza- 
tion that advocates, the overthrow of the Government of the United States by 
force or violence. 

2. Strikes.—No employee may participate in a strike against the Government 
of the United States, and no employee may be a member of an organization of 
Government employees that asserts the right to strike against the Government. 

3. Membership in employee organizations.—Unless it is forbidden by law, an 
employee has the right to join any organization or association of Government 
employees. He also has the right to refrain from joining employee organiza- 
tions. In the exercise of these rights he shall be free from all restraint, inter- 
ference, and coercion on the part of administrative and supervisory personnel or 
other employees. 

C. PERSONAL CONDUCT 


1. Misconduct generally.—An employee guilty of criminal, infamous, dishonest, 
immoral, or notoriously disgraceful conduct is subject to removal. 

2. Drunkenness.—If an employee habitually uses intoxicants to excess or uses 
intoxicants while on official duty, or if use of intoxicants causes interference 
with the performance of official duties or in any way causes embarrassment to 
PMA, it will be sufficient reason for the imposition of a disciplinary penalty. 

3. Indebtedness.—PMA will not serve as a collection agency for debts owed 
by employees. However, PMA does not consider as a fit employee anyone who, 
without adequate reason, fails to pay just debts contracted by him. 

4. Bribes.—No employee may ask for or accept a bribe in connection with his 
official duties. This is a criminal offense punishable by fine and imprisonment. 

5. Absence without permission.— 

a. An employee who absents himself from duty without prior permission shall 
be required to submit an explanation to his supervisor, setting forth his reason 
for the absence and for failure to obtain permission for such absence. If the ex- 
planation is not satisfactory, the employee may be suspended without pay for 
the period of absence and other disciplinary penalties may be imposed. , 

b. An employee will be separated for abandonment of his position if he is 
absent from duty without permission for more than 15 workdays (holidays in- 
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cluded) and (1) fails to be reached by or reply to communications, or (2) with- 
out adequate reason fails or refuses to return to duty after PMA has communi- 
cated with him. 

c. Excessive tardiness without adequate justification will be reason for discipli- 
nary action. 

6. Use of official telephone for private business.—No employee may use official 
telephones for outgoing private messages. Important and necessary incoming 
messages may be received but this privilege should not be abused. 

7. Testimony required by the Civil Service Commission.—Disciplinary penalties 
may be imposed if an employee refuses to give information and testimony in 
regard to matters arising under the Civil Service Act and rules, when requested 
by the Civil Service Commission or its authorized representatives. 


D. RELATIONSHIPS WITH OTHER EMPLOYEES 


1. Gifts from subordinates to supervisors or those receiving a higher salary.— 
No employee in the Department shall at any time solicit contributions from other 
employees in the Department for a gift or present to anyone in a superior posi- 
tion; nor shall any such official or clerical superior receive any gift or present 
offered or presented to him as a contribution from persons in the employ of 
the Department receiving a less salary than himself; nor shall any officer or clerk 
make any donation as a gift or present to any official superior (5 U.S.C. 113). 

2. Other favors from subordinates to supervisors.—No employee of the Depart- 
ment shall place himself under obligation to a subordinate employee by borrow- 
ing money, directly or indirectly, from such subordinate employee, or by ob- 
taining the signature of a subordinate employee as endorser or comaker of a 
note issued as security for a loan. 


E. FALSIFICATION OR DESTRUCTION OF OFFICIAL RECORDS 


1. False statements in applications or other personal history records.—Disci- 
plinary penalties may be imposed if an employee makes intentional false state- 
ments as to any material fact in securing an appointment in PMA. 

2. Falsification of other records.—Falsification of any official record or docu- 
ment, and concealment of material facts by omissions from official records, are 
grounds for disciplinary action. 

3. Destruction of records.—No employee may remove, destroy, steal, or oblit- 
erate any public record. 


F. FISCAL IRREGULARITIES AND MISUSE OF GOVERNMENT PROPERTY 


1. Fiscal irregularities —An employee who is guilty of fiscal irregularities, fal- 
sification, or discrepancies involving accountability to, or a claim on behalf of, 
the United States, is subject to severe disciplinary penalties. 

2. Private use of public money.—No employee handling funds of the United 
States may convert to his own use, loan, with or without interest, or deposit 
in any bank or exchange for other funds, any public money entrusted to him, 
except as specifically allowed by law. No employee may use official funds for 
the purpose of cashing checks of any kind, whether public or private. No em- 
ployee shall carry on any trade or business not specifically authorized by law, 
with the funds or property of the United States. If one of an employee’s duties 
is to collect and transmit Government funds, in no case may such funds be 
commingled with his personal funds. He is held personally liable for such 
funds and must transmit them promptly and in accordance with existing pro- 
cedure. 

3. Travel.—All travel necessary to the accomplishment of official duties must 
be performed in accordance with the Standardized Government Travel Regula- 
tions, and the related requirements of PMA and the Department. Failure of an 
employee to secure appropriate authorization for travel performed will result 
in rejection of his claim for reimbursement. Furthermore, disciplinary action 
may be taken when unauthorized travel is performed under the pretense of 
official duties and reimbursement claims are submitted for such travel. Copies 
of Standardized Government Travel Regulations will be sent to employees upon 
request to the appropriate Office of Administrative Services. 

4. Misstatements on travel vouchers.—All claims for reimbursement of money 
spent in travel should be made with absolute accuracy and truthfulness. Em- 
ployees knowingly making untruthful statements on travel vouchers are subject 
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to severe disciplinary penalties. In addition, the entire amount of the voucher 
may be disallowed and criminal prosecution by the Government may result. 

5. Property appropriated for personal use.—An employee may not appropriate 
any article of Government property for his own use. 

6. Misuse of property—Except in emergencies threatening loss of life or 
property, no employee shall use or permit the use of Government property or 
equipment for any purpose other than performance of official work. 

7. Use of motor vehicles —No employee can use or authorize the use of any 
motor-propelled passenger-carrying vehicle owned or leased by the Government 
for other than official purposes. The penalty for violation of this regulation is 
suspension from duty without compensation for not less than 1 month and for 
a longer period or removal from office if circumstances warrant. Official pur- 
poses include use in emergencies threatening loss of life or property but do not 
include the transportation of employees between their domiciles and places of 
employment, except in cases of employees engaged in fieldwork, the character 
of whose duties makes such transportation necessary and then only when the use 
is approved by a designated official. Employees shall not store Government- 
owned vehicles at or near their private residences, except in certain unusual 
circumstances, unless approval is specifically obtained by the Office of Adminis- 
trative (AS) Services from the Secretary (see PMA Instruction 412-2). 


G. INSUBORDINATION 


Included in this category are (1) refusal to comply with instructions of 
official superior, (2) use of abusive or insulting language to official superior, 
and (3) refusal to accept detail or transfer. (Note.—An employee unable to 
accompany an activity transferred to another geographical location is not sub- 
ject to disciplinary action. However, he may be separated because of inability 
to make the change.) 

H. SPECULATION 


1. General restriction.—No employee of the Department shall participate di- 
rectly or indirectly in any transaction concerning the purchase or sale of cor- 
porate stocks or bonds, commodities, or other property for speculative purposes 
if such action might tend to interfere with the proper and impartial performance 
of his duties or bring discredit upon the Department. Employees are not pro- 
hibited by this paragraph from making bona fide investments. When an em- 
ployee is uncertain as to whether a contemplated transaction is prohibited by 
this paragraph, he should consult his immediate superior. 

2. Speculation in agricultural commodities.—Because of the possible effect of 
certain Department programs on market prices and futures trading, speculation, 
either direct or indirect, in any agricultural commodity is wholly prohibited in 
the case of employees of the Department concerned in anyway with the admin- 
istration of acts regulating trading in commodities for future delivery, pro- 
grams for the purchase or sale of commodities, price support programs, com- 
modity loan programs, or other programs which directly affect market prices 
of agricultural commodities. 

3. Statutory provisions.— 

a. Sugar Act: “No person shall, while acting in any official capacity in the 
administration of this act (the Sugar Act of 1987, as amended) invest or spec- 
ulate in sugar or liquid sugar, contracts relating thereto, or the stock or mem- 
bership interests of any association or corporation engaged in the production 
or manufacturing of sugar or liquid sugar. Any person violating this section 
shall upon conviction thereof be fined not more than $10,000 or imprisoned not 
more than 2 years, or both” (7 U.S.C. 1151). 

b. Marketing Agreement Act: It is unlawful for any person while acting in 
any official capacity in the administration of the Agricultural Marketing Agree- 
ment Act to speculate, directly or indirectly, in any agricultural commodity or 
product thereof to which this act applies, or in contracts relating thereto, or in 
the stock or membership interests of any association or corporation engaged in 
handling, processing, or disposing of any such commodity or product. Violation 
of this provision is punishable by a fine of not more than $10,000 or imprison- 
ment for not more than 2 years, or both (7 U.S.C. 610g). 

4. Information required to be withheld until a fixed time.—Employees having 
information which would influence market values of products of the soil and 
which by law or regulation is required to be withheld from publication until a 
fixed time must not (1) impart such information directly or indirectly to any 
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person not entitled to receive the same or (2) before such information is made 
public, speculate in such products by buying or selling the same in any quantity. 
Violation of this provision is punishable by a fine of not more than $10,000, or 
imprisonment of not more than 10 years, or both (18 U.S.C. 214). 


I, OUTSIDE INTERESTS 


1. Outside work.—If an employee wishes to perform outside work (including 
teaching) after official hours, he should advise his supervisor who will clear all 
outside work with the appropriate PM office. An employee may not engage in 
outside work that might prevent efficient performance of duties as an employee 
of PMA or might cause the Department embarrassment. In such work it is for- 
bidden to use official information to the detriment of the Government or to the 
employee's gain. 

2. Relationships with commercial firms and other organizations.— 

a. Employees whose duties require the enforcement of laws or regulations, or 
those who are in a position to award or influence the award of business or to 
take or influence the taking of any other official action that might affect favor- 
ably or unfavorably any person, firm, or corporation, shall not accept from any 
such person, firm, or corporation any favor, gift, loan, unusual discount, service, 
entertainment, or other thing of value. 

b. Employees shall not give or use information acquired through their official 
positions to advance the interests of themselves, their families, associates, or 
friends over those of other persons. 

c. Employees shall not engage in any personal business transaction or private 
arrangement for profit which accrues from or is based on their official positions 
or authorities, or on official information. 

d. Employees shall not discuss future employment outside the Government 
with a person or organization with which official business is pending. 

e. Employees shall not become unduly involved through frequent luncheons, 
dinners, entertainment, or other social engagements with persons outside the 
Government with whom they have official relationships. This is not intended to 
prevent the exchange of usual social courtesies which are wholly free of any 
embarrassing or improper implications. 

f. Employees shall not act as agents or attorneys for prosecuting any claim 
against the Government, or aid or assist in the prosecution or support of such 
claim, except in the proper discharge of their official duties, or receive any gra- 
tuity, share, or interest in such claim in consideration of assistance in the prose- 
cution of such claim (18 U.S.C. 283). 

3. Interested persons not to transact Government business.—No employee or 
agent of the United States shall transact business of the Government with any 
corporation, joint-stock company, association, firm, or partnership, or other busi- 
ness entity if he is an officer, agent, or member of, or if directly or indirectly 
interested in the pecuniary profits or contracts of such corporation, joint-stock 
company, association, firm, partnership, or other business entity. This is a statu- 
tory provision, violation of which is punishable by a fine of not more than $2,000, 
or imprisonment for not more than 2 years, or both (18 U.S.C. 434). 

4. Interested persons not to be assigned to regulatory or investigational 
work.—No employee of PMA shall be assigned to investigate or to conduct any 
regulatory work directly affecting any corporation, company, firm, association, or 
organization in which he has a financial or other interest. Any employee having 
a financial or other interest in any corporation, company, firm, or association 
directly affected by his work shall give written notice of such interest through 
his immediate superior to the Administrator of PMA. 

5. Compensation of employees by outside sources in matters affecting the Gov- 
ernment.—No employee of PMA shall, directly or indirectly, receive or agree to 
receive, any compensation for any services rendered or to be rendered, either by 
himself or another, in relation to any proceeding, contract, claim, controversy, 
charge, accusation, arrest, or other matter in which the United States is a party, 
or directly or indirectly interested, before any department, agency, or officer of 
the Government. This is a statutory provision, violation of which is punishable 

by a fine of not more than $10,000, or imprisonment for not more than 2 years, 
or both. The statute further provides that whoever may violate it shall be in- 
capable of holding any office of honor, trust, or profit, under the United States 
(18 U.S.C. 281). 
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6. Acting as agent in disposition of surplus property.—An employee may not, 
during his employment with PMA or for a period of 2 years after his termination 
act as counsel, attorney, or agent or be employed as representative, in connec- 
tion with any matter involving the disposition of surplus property by PMA, if he 
recommended, approved, or authorized the disposition of any surplus property 
during his period of employment. 

7. Employment with foreign agencies or individuals —No employee, whether in 
a duty status, on annual leave, or on leave without pay, shall accept employ- 
ment with or without remuneration from any foreign government, corporation, 
partnership, or individual, without the prior authorization of the Secretary of 
Agriculture. 

8. Participation in activities of farm organizations.—It is Department of 
Agriculture policy to deal fairly with all farm organizations and to deal with 
each upon the same basis. In conformance with that policy employees of the 
Department are not permitted to— 

a. Participate in establishing any general farm organization. 

b. Act as an organizer for any such general farm organization, or hold any 
other office therein. 

ce. Act as financial or business agent for any general farm organization. 

d. Participate in any way in any membership campaign or other activity 
designed to recruit members for any such organization. 


J. EXAMINATIONS AND APPOINTMENTS 


1. Examination, inducing withdrawals.—No employee shall directly or in- 
directly influence any person to withdraw from competition of eligibility for 
any position in the competitive service for the purpose of either improving 
or injuring the prospects of any applicant for appointment. 

2. Assistance in examinations.—An employee may not give instructions to 
any person with a view to his special preparation for an examination of the 
U.S. Civil Service Commission or examination of the boards of examiners 
of the Foreign Service of the Department of State unless PMA considers it 
necessary and useful for training and testing disabled members of the Armed 
Forces. 

3. Influencing appointments.—No employee may accept an offer of money as 
a consideration for influence in procuring an appointive office for another per- 
son; nor may pay any money so as to influence procurement of a position for 
himself or another person. 


K. REQUESTS TO EITHER HOUSE OF CONGRESS 


An employee may not submit estimates or requests for appropriations or 
legislation to Congress or any congressional committee unless it has been 
specifically requested by Congress and cleared with the Office of Budget and 
Finance. Such a request should be handled as any other congressional cor- 
respondence. An employee may not use any facilities of PMA, in the absence 
of express authorization by Congress, to influence directly or indirectly a Mem- 
ber of Congress to favor by vote, or otherwise, any legislation or appropria- 
tion by Congress. 

L. DISTRIBUTION OF PRINTED MATERIAL 


The mail and messenger service of the Department may not be used to dis- 
tribute circulars, posters, or other material of employee organizations if this 
material (1) advertises the products, services, or facilities of a commercial 
firm or any profitmaking organizations; (2) directly or indirectly attacks or 
adversely reflects on the integrity or character of the judiciary or members of 
the President’s Cabinet, Members of Congress, or any other Government official 
in a similarly responsible position; (3) contains expressions of a derogatory 
or abusive character concerning any employee in the Department; (4) di- 
rectly or indirectly condemns or criticizes the policies of other departments 
or agencies. 
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M. RESTRICTIONS ON ACTIVITIES OF FORMER PMA EMPLOYEES 


(See also par. I 6.) 

1. Unethical representation—-A former employee of PMA may not represent 
any person before PMA or the Department in connection with any particular 
matter about which, by reason of his employment, he acquired personal knowl- 
edge of such a nature that it would be improper, unethical, or contrary to 
the public interest for him so to act. 

2. Prosecuting of claims against the United States——Former employees are 
prohibited by law, for a period of 2 years after termination of employment, 
from— 

a. Acting as counsel, attorney, or agent for, or in any way aiding in, 
prosecuting any claim against the United States which was pending in any 
Iederal agency while they were serving as such employees. 

b. Prosecuting, or acting as counsel, attorney, or agent for prosecuting, any 
claim against the United States involving any subject matter with which such 
employee was directly connected in the performance of his duties while em- 
ployed by PMA. 
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CHAPTER 55 - CONDUCT OF EMPLOYEES ¥ 2000 
SECTION 1 - PERSONAL CONDUCT ' 


2000. DUTY OF EMPLOYEES. It is the duty of employees of the 
Department to serve the public well and faithfully under the Con- 
stitution and laws of the United States, and to administer these 
laws and the work of the Department impartially, efficiently, and 
in accordance with ><+Department policies. +>< Employees shall 
not at any time conduct themselves in a manner that might cause 
embarrassment to or criticism of the Department or interfere 
with the efficient performance of their duties. 

><+The Congress of the United States has established ''a charter of 
conduct against which those in public service may measure their 
own actions and upon which they may be judged by those whom 
they serve.'' The charter, entitled ''Code of Ethics for Govern- 
ment Service'' is reproduced as Exhibit 1 of this chapter. As 
agencies have had an opportunity to obtain posters stating the 
Code, and it appears on the inside back cover of the Employee 
Handbook, all employees should be familiar with it. +> 


2001. CONDUCT OR ACTIVITIES SPECIFICALLY PROHIBITED. 
The following are some of the more common types of improper 
conduct or activities which are specifically prohibited: 


a. Accepting from any person, firm, or corporation any favor, 
gift, loan, unusual discount, service, entertainment, or other 
thing of value by employees whose duties require the enforce- 
ment of laws or regulations, or those who are in a position to 
award or influence the award of business or to take or influence 
the taking of any other official action that might affect favorably | 
or unfavorably any such person, firm, or corporation. 


b. Giving or using information acquired through their official 
positions to advance the interests of themselves, their families, 
associates, or friends over those of other persons. 


c. Engaging in any personal business transaction or private 
arrangement for profit which accrues from or is based on their 
official positions or authorities, or on official information. 


d. Discussing future employment outside the Government with 
a person or organization with which official business is pending. 
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000 e. Becoming unduly involved through frequent luncheons, 

dinners, entertainment, or other social engagements with 
i persons outside the Government with whom they have official 

relationships. This is not intended to prevent the exchange 

’ the of usual social courtesies which are wholly free of any em 

n- barrassing or improper implications. 

and f. Acting as agents or attorneys for prosecuting any claim 

all against the Government, or aiding or assisting in the prose- 

se cution or support of such claim, except in the proper discharge 


of their official duties, or receiving any gratuity, share, or 
interest in such claim in consideration of assistance in the 
prosecution of such claim. >«~(See also ] AR 441-444.) 


»f 

ir g- Disclosing official information prior to authorized publi- 
cation or releasé, or making such information available to 

_ ’ other than authorized individuals in performance of official 
Loos sie 

} S. +46 

h. Voluntarily testifying at the request of a private party in 

any court action to which the United States is a party i 

interest, 

ED. 

. >i. Willfully making false, misleading, or inaccurate state - 
ments in official documents*or records, including travel 
vouchers, or concealing materia! facts therein, {is the basis 

avor of removal actuon if the falsification is made with intent to 

, 

ther gain personally.) Complete truthfulness and accuracy is re- 

ee quirea in the preparation of allofficial docurnents. 

1 to 

1ence j. Using official envelopes to avoid payment of postage on 

rably } private mail. 

k. ‘Removing, obliterating, ordestroyine official documents 
cial without authority: (Removal is mandatory oy 7aw, when th 
ilies, guilty person hes custody of the documents, } 

sine Goverument-ownedi tir -ieasea reotor 
te : other thar “offieral purcoses flaw provetles a nimvurr 
their senalt of jl roonth's suspension if < assenge? oto ehicte 
Ss invoived.s} 

with m. Operating a*Government-owned or -leased vehicle, or-3< 

iding. 
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>*<—+private vehicle on official duty, while under the influence of 
intoxicants. 


n. Betting or participating in lotteries or any other form of 
gambling, even for a worthy cause, on Government premises. 


o. Consuming intoxicating beverages in Government-owned or 
-leased buildings, or transporting such beverages in Govern- 
ment-owned vehicles, or using such beverages while on duty, 
or off duty to the extent that it adversely affects performance 
of official duties, or results in embarrassment to the 
Department, 


p. Converting to their own use, or unlawfully taking or failing 
to deposit promptly in authorized depositories, Federal funds, 
or other monies or property in their possession or custody by 
virtue of their positions. 


q. Engaging in criminal, immoral or notoriously disgraceful 
conduct, 


r. Lending funds at usurious interest rates. 


s. Using Government-owned or -leased equipment, supplies 
or facilities for other than official purposes. 


t. Being absent from duty without authorization. 


2001.50. CONTRACTS WITH FEDERAL EMPLOYEES - 
PURCHASES BY THE DEPARTMENT. Contracts with Federal 
employees for the purchase of articles or services shall not be 


entered into without the prior approval of the head of the agency 
or his designee. (See 5 AR 115.) 


2001.51. CLASSIFIED INFORMATION. Any employee who comes 
into contact officially or unofficially with classified security infor- 
mation, is individually responsible for complying with the Depart- 
ment's security regulations. All reports, requests, correspond- 
ence, and other material which is classified as ''Top Secret, "' 
"'Secret,'' or ''Confidential, '' must be treated strictly as provided 
in the Department's Records Security Regulations. No classified 
material may be disclosed or discussed except as required in the 
official conduct of the Department's business, and in strict accord- 
ance with the regulations. +> 
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2002. GIFTS FROM SUBORDINATES. No employee in the Depart- 
ment shall at any time solicit contributions from other employees 
in the Department for a gift or present to anyone in a superior 
position; nor shall any such official or clerical superior receive 
any gift or present offered or presented to him as a contribution 
from persons in the employ of the Department receiving a less 
salary than himself; nor shall any officer or clerk make any do- 
nation as a gift or present to any official superior. %-This is a 
statutory provision, for violation of which removal from the serv- 
ice is mandatory. + 





2003. OTHER FAVORS FROM SUBORDINATES. No employee of 
the Department shall place himself under obligation to a subordi- 
nate employee by borrowing money, directly or indirectly, from 
such subordinate employee, or by obtaining the signature of a 
subordinate employee as endorser or comaker of a note issued 
as security for a loan. 


2004. INDEBTEDNESS. a. Action on Complaints. The Depart- 
ment is not authorized, except as to Federal income tax, to effect 
collection of debts owed by its employees, but it will not consider 
as a fit employee anyone who without adequate reason fails to pay 
just debts contracted by him. When a debt complaint is received 
by the Department, it will be referred for acknowledgment to the 
agency in which the employee concerned is located. Ifa debt 
complaint does not contain adequate information upon which to 
take action, the letter shown as Exhibit 2 - 8 AR 2004 may be used 
as a guide in securing such information. The head of the agency 
or his designee shall obtain a written report from the employee 
against whom the complaint has been made which, together with 
the letter of complaint, shall be made a part of the employee's 
official record in the agency. Every effort shall be made in the 
agency to arrive at a mutually satisfactory solution of the matter. 
In those cases where the head of the agency or his designee finds 
that the debt is a just one and that the employee is financially able 
to liquidate it, either by a lump-sum payment or by installment 
payments, he shall notify the employee to that effect and instruct 
hirn to make a satisfactory settlement. If the employee fails to 
comply with the instructions, recormmendation shall be submitted 
to the Director of Personnel for such disciplinary action as may 
be deemed appropriate. If the validity of the debt is questionable 
or the employee proves to the satisfaction of the head of the agency 
or his designee that he is financially unable to liquidate the indebt- 
edness cr to make any payments thereon, the head of the agency 
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or his designee shall notify the creditor accordingly. 


b. Judgments. In cases where the debt has been reduced toa 
judgment, the employee concerned will be required to satisfy the 
judgment unless he can arrange to have it modified or set aside, 
or unless he can convince the head of the agency or his designee 
that the circumstances are such that he should not be required to 
do so. 


c. Collections by Creditors. Creditors or collectors will be 


denied access to employees for the purpose of presenting or 
collecting claims while the employees are on official duty. 


d. Payment of Tax Obligations. Employees of the Department are 


expected to pay their Federal, State and local taxes when due in ac- 
cordance with the laws of the jurisdiction in which they reside or 
work. When unable to do so, employees should make satisfactory 
arrangements for payment with the proper taxing authority. 


(1) Indebtedness for Federal income taxes. The Internal 
Revenue Code of 1954 permits the Internal Revenue Service to 
collect delinquent taxes from Federal employees by levy upon 
their accrued salaries or wages. Collection by this method 
generally will not be resorted to until every possible effort 

to secure voluntary settlement of the indebtedness has failed. | 
When complaints concerning employees in arrears on their | 
Federal income tax payments are received from the Internal 
Revenue Service, they will be referred to the agencies in 

which the employees are located. The appropriate agency 
official shall arrange a meeting consisting of himself, the 
employee concerned and, whenever practicable, a representa- 
tive of the Internal Revenue Service. At this meeting, if the 
Internal Revenue representative is present, and if the em- 
ployee admits the debt, an agreement between the employee 

and the Internai Revenue Service must be made for the pay- 
ment of the taxes. If, however, an Internal Revenue repre- 
sentative is not present, an understanding should be.arrived 

at with the employee and contact made with the appropriate 
Internal Revenue field office, and an agreement arrived at be- 
tween the employee and the Internal Revenue Service. Pay- 
roll deductions for orderly payment of the taxes may be ar- 
ranged as part of the agreement in accordance with the fiscal 
regulations of the Department. (See 7 AR 403.55 - 403.60.) 
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If the employee refuses to acknowledge the deficiency, the 
appropriate agency official should determine whether the em- 
ployee's refusal to acknowledge is without substance or is 


the frivolous, and if he so determines he shall recommend appro- 
e, priate disciplinary action. In determining whether the refusal 
ee is insubstantial or frivolous, the official should consider 

to whether the employee has failed or refused to avail himself 


of negotiations or appeals procedures provided by law looking 
toward the reduction, elimination or payment of the deficiency 
assessment. If the official is satisfied with the employee's 
position under the terms of this paragraph, he should notify 
the Internal Revenue representative accordingly. 


t are If the Internal Revenue Service reports that an employee has 
in ac- not paid the delinquent taxes in accordance with his agreement, 
or the agency sha‘l obtain a statement from the employee as to 
tory the reason therefor. In the absence of sound justification, 


such as severe or prolonged illness, the agency shall submit 
the case to the Director of Personnel with a recommendation 
for disciplinary action. Further, the Internal Revenue Service 


e to may file a notice of levy on the employee's entire ''take home 
pon pay'' with the agency's payroll office in order to enforce col- 

id lection of the tax indebtedness. 

t 

ed. | (2) Indebtedness for State and/or local taxes. The Department 
’ will cooperate with the various State tax authorities to the 

al | fullest extent practicable in effecting any proper collection or 


adjustment of tax bills owed them by employees. Action on 
complaints of delinquent State and/or local tax payments shall 
be the same as prescribed in paragraph 2004a above. 


nta- 

the, 2005. USE OF APPROPRIATED FUNDS TO INFLUENCE LEGIS- 
LATION. ><~The use of appropriated funds for the purpose of 

e influencing legislation is prohibited.+>< Certain activities not 

r= considered as ''influencing legislation" im the sense contemplated 

2 = by the law are not prohibited. 

od 

be- 








416 INVESTIGATION OF GRAIN STORAGE OPERATIONS 


SECTION 2 - OUTSIDE INTERESTS 


2010. OUTSIDE WORK. No employee of the Department shall 
perform or be engaged in any work on his own behalf or for private 
individuals, firms, companies, organizations, or institutions: 


a. If the outside work will prevent the employee from rendering 
full-time service to the Department. 


b. If the efficiency of the employee may be impaired by the 

performance of the outside duties; that is, where the outside 
duties are of such an onerous or fatiguing nature as to injure 
his health or to prevent him from doing his best work during 
official hours. 


c. If the work to be done in a private capacity may be con- 
strued by the public to be the official acts of the Department, 
except that employees of the Department may permit the use 
of their names and titles as bylines on articles which they 
prepare for publication by farm magazines and other periodi- 
cals, provided that the articles have been prepared and ap- 
proved in accordance with the provisions of other Department 
regulations. (See 3 AR 234, 235.) >K-(See also 3 AR 393 and 
399 with respect to receiving compensation for writing articles, 
making speeches, etc. )+>< 


d. If the business connections to be established or property 
interests to be acquired may result in a conflict between the 
private interest of the employee and his official duty or tend 
to bias his judgment. 


e. If the doing of such work may involve the use of informa- 
tion secured as the result of employment in the Department 
to the detriment of the public service. 


f. If such employment may tend to bring criticism on the De- 
partment or cause embarrassment, 


g. If the work relates to a written discussion of policies or 
official work of the Department except as authorized by these 
regulations. (See 3 AR 235.) 


h. If the work involves teaching, except as permitted by the 
provisions of section 5, this chapter. 
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i. If the work involves participating in the establishment of 
any general farm organization; acting as organizer for any 
such general farm organization, or hoiding any other office 
therein; acting as financial or business agent for any general 
farm organization; or participating in any way in any member- 
ship Campaign or other activity designed to recruit members 
for any such organization. (This provision shall be construed 
in accordance with section 4, this chapter.) 


j. If the work involves the acceptance by the employee of 
office in, or the granting of permission to use his name in 

the advertising matter of, organizations commercialising 

the results of research work conducted by the Department, 
irrespective of any merits which such enterprises may appear 
to possess. (See also 3 AR 281-287.) 


*-k. If the work involves participation in a commercially spon- 
sored broadcast except as authorized by the Director of 
Information. 


Vite —<SDLERES TED. PERSONS NOT TQ TRANSACT GOVERN- 
MENT. BUSINESS. a. General. No officer,+>< employee, or 


agent of the United States shall transact business of the Govern- 
ment with any corporation, joint-stock company, association, 
firm or partnership or other business entity if he is an officer, 
agent, or member of, or is directly or indirectly interested in 
the pecuniary profits or contracts of such corporation, joint- 
stock company, association, firm, partnership or other business 
entity. This is a statutory provision, violation of which is pun- 
ishable by a fine of not more than $2,000, or imprisonment for 
not more than 2 years, or both: >%* *« xX 


*-b. Disclosure and Disqualification. ¥q any case in which an offi- 


cer, employee, or agent has such an inte«cest he shall immediately 
disqualify himself in writing, from acting, ‘aad inform the head of 
his agency of the reasons for his disqualification. He shall take 
no action in any such matter unless authorized to de so. The head 
of the agency shall forward a report of the facts and circumstances 
to the Office of the General Counsel for a ruling as to whether 
there is a conflict of interests. A copy of the report shall be 
forwarded to the Director of Personnel. ~ 
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2012. INTERESTED PERSONS NOT TO BE ASSIGNED TO REGU- 
LATORY OR INVESTIGATIONAL WORK. No employee of the 
Department shall be assigned to investigate or to conduct any regu- 
latory work directly affecting any corporation, company, firm, 
association, or organization in which he has a financial or other 


als al. 


interest. >< >< >< 


2013. EMPLOYMENT WITH FOREIGN AGENCIES OR INDIVIDUALS 
IN COMPETITION WITH AMERICAN INDUSTRY. Executive Order 
No. 5221 of November 11, 1929, is as follows: 


"It is hereby ordered that no officer or employee in the 
executive branch of the United States Government, regard- 
less of whether he is on annual leave or leave without pay, 
shall be employed with or without remuneration by any 
foreign government, corporation, partnership, or individual 
that is in competition with American industry."' 


In view of the necessity of individual interpretation of this order 

with respect to cases within its scope arising in the Department, 

it is directed that no employee of the Department, whether ina 

duty status, on annual leave, or on leave without pay, shall accept 
employment with or without remuneration from any foreign gov- 
ernment, corporation, partnership, or individual without the prior 
authorization of the Secretary. 


2014. COMPENSATION TO EMPLOYEES IN MATTERS AFFECT- 
ING THE GOVERNMENT. No employee of the Department shall, 
directly or indirectly, receive or agree to receive, any Ccompensa- 
tion for any services rendered or to be rendered, either by him- 
self or another, in relation to any proceeding, contract, claim, 
controversy, Charge, accusation, arrest, or other matter in 
which the United States is a party, or directly or indirectly in- 
terested, before any department, agency, or officer of the Gov- 
ernment. This is a statutory provision, violation of which is 
punishable by a fine of not more than $10,000, or imprisonment 
for not more than two years, or both. The statute further pro- 
vides that whoever may violate it shall be incapable of holding 

any office of honor, trust, or profit, under the United States. 
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SECTION 3 - SPECULATION 


2018. GENERAL RESTRICTION. No employee of the Department 
shall participate directly or indirectly in any transaction concern- 
ing the purchase or sale of corporate stocks or bonds, commodi- 
ties, or other property for speculative purposes if such action 
might tend to interfere with the proper and impartial performance 
of his duties or bring discredit upon the Department. Employees 
are not prohibited by this paragraph from making bona fide in- 
vestments. When an employee is uncertain as to whether a con- 
templated transaction is prohibited by this paragraph, he should 
consult his immediate superior. 


2019. SPECULATION IN AGRICULTURAL COMMCDITIES. Be- 
cause of the possible effect of certain Department programs on 
market prices and futures trading, speculation, either direct or 
indirect, in any agricultural commodity is wholly prohibited in 

the case of employees of the Department concerned in any way with 
the administration of acts regulating trading in commodities for 
future delivery, programs for the purchase or sale of commodities, 
price support programs, commodity loan programs, or other pro 
grams which directly affect market prices of agricultural 
commodities. (See also | AR 325 et seq.) 


2020. STATUTORY PROVISIONS. a. Sugar Act. ''No person 
shall, while acting in any official capacity in the administration 

of this Act (the Sugar Act of 1937, as amended) invest or speculate 
in sugar or liquid sugar, contracts relating thereto, or the stock 
or membership interests of any association or corporation engaged 
in the production or manufacturing of suger or liquid sugar. Any 
person violating this section shall upon conviction thereof be fined 
not more than $10,000 or imprisoned not more than two years, 

or both.'"' 3K 3k 3 


b. Marketing Agreement Act. It is unlawful for any person while 
acting in any official capacity in the administration of the Agricul- 
tural Marketing Agreement Act to speculate, directly or indirectly, 
in any agricultural commodity or product thereof to which this act 
applies, or in contracts relating thereto, or in the stock or mem- 
bership interests of any association or corporation engaged in 
handling, processing, or disposing of any such commodity or 
product. Violation of this provision is punishable by a fine of not 
more than $10,000 or imprisonment for not more than 2 years, 
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or both. >K > > 


2021. SPECULATION ON INFORMATION REQUIRED TO BE 
WITHHELD UNTIL A FIXED TIME. >K-Whoever, being an officer, 
employee or person acting for or on behalf of the United States 
or any department or agency thereof, and having by virtue of his 
office, employment or position, become possessed of information 
which might influence or affect the market value of any product of 
the soil grown within the United States, which information is by 
law or by the rules of such department or agency required to be 
withheld from publication until a fixed time, willfully imparts, 
directly or indirectly, such information, or any part thereof, to 
any person not entitled under the law or the rules of the depart- 
ment or agency to receive the same; or, before such information 
is made public through regular official channels, directly or in- 
directly speculates in any such product by buying or selling the 
same in any quantity, shall be fined not more than $10,000 or 
imprisoned not more than ten years, or both. +>< 


SECTION 4 - ACTIVITIES OF DEPARTMENT EMPLOYEES WITH 
RELATION TO GENERAL FARM ORGANIZATIONS 


2025. POLICY. (S)-It has long been the established policy of this 
Department that its employees shall refrain from participating 
actively in meetings and in other activities concerned with the 
establishment of general farm organizations, or with recruiting 
members for existing farm organizations. This is a necessary 
corollary of the equally long-established policy of the Department 
that it shall deal fairly with all farm organizations and deal with 
each upon the same basis. As a continuation of this policy, it 
should be understood by employees of the Department that it is 

not permissible for any of them to: 


a. Participate in establishing any general farm organization. 


b. Actas organizer for any such general farm organization, 
or hold any other office therein. 


c. Actas financial or business agent for any general farm 
organization. 
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d. Participate in any way in any membership campaign or 
other activity designed to recruit members for any such 
organization. 


This statement should not be construed as implying an unfriendly 
attitude toward farm organization. Farmers, like other great 
economic groups in our society, require nongovernmental organi- 
zations through which they may develop and express their hopes, 
aspirations, and desires; through which they may make our demo- 
cratic processes vital; through which, collectively, they may reach 
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the right people at the right time. But the Department must distin- 
guish clearly between what it is proper for a nongovernmental farm 
organization to do, and what it is proper for a Governmental em- 
ployee todo. The same reasoning that led to the Congressional 
enactment that Governmental employees should not directly or in- 
directly take any action to influence the legislative process (except 
through the established procedures of Government), also leads to 
the conclusion that official personnel must not aid in the formation 
or development of farm organizations, no matter how desirable 
they may be. 


2026. DEFINITION. The phrase ‘‘General Farm Organization" 
used in this section is intended to refer to such national, regional, 
or State farm organizations as, among others, the National Grange, 
the American Farm Bureau Federation, the Farmers’ Union, the 
Farmers’ Equity League, the Missouri Farmers’ Association, the 
Farmers’ Holiday Association, and their regional, State, and local 
constituent groups. 


2027. PERMISSIBLE ORGANIZATION ACTIVITY. Employees may, 
of course, participate in the organization of groups that are needed 
in carrying out Federally authorized programs, for example, an 

REA cooperative, and similar groups determined by the appropriate 
agency head to be essential in effectuating Federally authorized 
programs. Even here, however, care must be exercised because 

the Department does not wish to see this type of specialized organ- | 
ization develop into a general farm organization. Certainly it is 
contrary to policy for local groups that participate in Federal-pro- 
gram effectuation to federate into State, regional, or national organ- 
izations. 


2028. REPORTS OF VIOLATION. The head of every agency of the 
Department is requested to bring this section to the attention of all 
its employees, both in Washington and in the field. If any violations 
of any of the provisions of this section should occur, full information 
with reference thereto should at once be submitted to the Director 
of Personnel by the head of the agency in which the person violating 
any of these provisions is employed.-(S) 
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Siu SION 5 - TEACHING OR LECTURING BY EMPLOYEES .OF 
THE DEPARTMENT 


2034. PURPOSE, It is the purpose of this section to prescribe the 
conditions under which permission may be granted to employees to 
accept employment outside the Department as teachers, instructors, 
cr lecturers in any school, college, or universityy whether public 

or private, while they are still employed by the Department. 


2035. POLICY. It is the policy of the Department to grant permis- 
sion to employees to teach when such teaching duties will not inter- 
fere with the effective discharge of the employees’ official duties, 
No employee of the Department shall, however, become a member 
of the faculty of any educational institution or deliver 4 regular 
course of lectures without permission, The policies and conditions 
contained herein do not prevent the participation of employees as 
instructors in in-service training programs in connection with their 
official duties. However, such in-service training: programs are 
subject to the restrictions on the instruction of applicants for civil 
service examinations that are specified in paragraph 2038. 


2036.» AUTHORITY. Executive Order 6390, dated April i), 1940 
and Executive Order 9367; dated August 4, 1943, constitute the au- 
thority for, and specify certain prohibitions» from; granting per- 
mission to employees to teach, 


2037). DEL EGATIO? i OF AUTHORITY, a. Debegation to the Di- 
rector or P ersonn el. (S\- Authority is hereby delegated to the Di- 


rector of Personnel to grant permission to erAployees to teach or 


t 
lectures « This authority may be redelepated.-(S} 
ee nio Jgency Heads. The Director of Persons = 
legates to heads tgencies the a iority to grant 
teach or lecture. %%—- Heads of agencies ry further 
authority. The authority is subject to the conditions contained i: 
this section.+ >< 


SUBSECTION 1 - TEACHING AND INSTRUCTION 


2038 CONDITIONS THAT MUST BE MET BEFORE PERMISSION 


AAY BE GRANTED. Approval may be given tc requests from em- 


we ne ee 


ploye es fer permission to teach or instruct only when the following 


conditions are met: 
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a. The requirements relative to employees engaging in outside 
work must be observed,(See paragraph 2010, this chapter.) In 
addition to these requirements, no special tour of duty outside 

of official hours may be arranged as an accommodation toanem- 
ployee, in those cases where the proposed instruction duties 

will occur at times that fall within the official hours of the ad- 
ministrative workweek. 


b. No officer or employee shalldirectly or indirectly instruct, 
or be concerned in any manner in the instruction of, any persons 
or classes of persons with a view to their special preparation 
for the examinations of the U.S. Civil Service Commission or 

a Board of Examiners. Incases relating to the instruction of appli- 
cants for the Commission's examinations, it has been held that 
teaching by Federal officers or employees is prohibited if: 


(1) The particular school or university holds itself out as 
offering courses specially designed to prepare students for 
civil service examinations; or 


(2) The course itself is specially designed to train appli- 
cants for civil service examinations, or is so closely re- 
lated with the subject matter of a civil service examination 
that it has the effect of specially preparing persons for such 
examination; or 


(3) The official duties of the employee concerned give him 
access to civil service examination material or require 
him to assist in the preparation of examination questions. 


c. If the granting of permission to teach involves a period of 
extended leave without pay the requirements and standards con- 
tained in chapter 30 must be observed before the request may 
be approved. 


2039. EXCEPTIONS REQUIRING PRIOR APPROVAL OF THE DI- 
RECTOR OF PERSONNEL, Cases that are not in conformance with 
the policy and conditions outlined above must be presented to the 
Director of Personnel for prior approval before permission may 
be granted. In each such case the reasons for submission of the 
request, and justification therefor, must be clearly indicated on 

the request for approval. 


2040. >k-RECORDS. Whenever an employee is granted permis- 
sion to teach or lecture, it must be recorded in his official per--—> 
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e *<~e sonnel folder. Indicate that the teaching or lecturing is in accord- 
ance with Department regulations.-- > 


m- 
SUBSECTION 2 - LECTURES AND ADDRESSES 

ae 2041. PROVISIONS. (S}-Employees invited to deliver lectures or 
address meetings for which service they will receive compensation 
in the form of honoraria or traveling expenses or both must do so 

i as private persons, although entitled to use their official titles. It 
is the policy of the Department to have such work done on an of- 
ficial or private basis but not both. If the lecture or address is 
made in an official capacity, the Department will pay the traveling 
expenses, but if the lecture or address is made in a private capacity 

r 

(Continued on next page) 
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the Department will not pay any additional expenses in connection 
with it. (See 1 AR 402 and 407 and 3 AR 275, )+(S) 


%<+SECTION 6 - STRIKES OR OVERTHROW OF GOVERNMENT - 
EFFECT ON EMPLOYMENT 


2047. EMPLOYMENT OF PERSONS PROHIBITED WHO ADVO- 
CATE SUBVERSIVE ACTIVITY OR STRIKING AGAINST THE 
GOVERNMENT. Public Law 330, 84th Congress, carries the 
following provisions regarding employment of persons who advo- 
cate subversive activity or striking against the Government: 


"No person shall accept or hold office or employment in the 
Government of the United States or any agency thereof, includ- 
ing wholly owned Government corporations, who-- 


(1) advocates the overthrow of our constitutional form of 
government in the United States; 


(2) is a member of an organization that advocates the over- 
throw of our constitional form of government in the United 
States, knowing that such organization so advocates; 


(3) participates in any strike or asserts the right to strike 
against the Government of the United States or such agency; 
or 


(4) is a member of an organization of Government employees 
that asserts the right to strike against the Government of 
the United States or such agencies, knowing that such organ- 
ization asserts such right. 


"Any person who violates /these provisions/ shall be guilty of 
a felony, and shall be fined not more than $1, 000 or imprisoned 


not more than one year and a day, or both,"' 


2048. AFFIDAVIT REQUIRED. Except for persons employed for 
less than sixty days for sudden emergency work involving the loss 
of human life or the destruction of property, Public Law 330 pro- 
vides that everyone entering Federal employment must execute an 
affidavit to the effect that his employment does not and will not con- 
stitute a violation of the law. Affidavits B and C of Standard Forms 


sl 


61 and 6la shall be used for this purpose. New employees will be+> 
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a required to execute the affidavit at the time of entry on duty. 
The affidavit will be filed in the employee's official personnel 
folder, and the agency will make appropriate record thereof. 
Regardless of whether he has executed such an affidavit, any 
officer or employee of the United States Government or any 
agency thereof who violates the provisions of the law is guilty 
of felony and subject to a fine and/or imprisonment. (See also 
8 AR 355-356.) 


2049. AUTHORIZATION TO ADMINISTER OATHS. Chapter 12 
states the procedure to be followed in designating administrative 
and supervisory employees who are authorized to administer the 


oaths to persons making the affidavits required by the current 
. appropriation acts. 


ees 


an- 


58385 O—60 28 
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SECTION 2 - QUTSIDE INTERESTS 


2010. OUTSIDE WORK, £58 ‘No employee of the Department shall 
perform or be engaged im any work on his own behalf or for private 
individuals, firms, companies, organizations, or institutions: 


e. If the outside work will prevent the employee from rendering 
full-time service to the Department. 


bd. If the efficiency of the employee may be impeired by the per- 
formance of the outside duties; that is, where the outside duties 
ere of such an onerous or fatiguing nature as to injure his 
bealth or to prevent him from doing his best work during official 
hours. 


c. If the work to be done in a private capacity may be construed 
by the public to be the official acts of the Department, except 
that employees of the Department may permit the use of their 
names and titles as bylines on articles which they prepare for 
publication by farm magazines and other periodicals, provided 
that the articles have been prepared and « proved in accordance 
with the provisions of other Department regulations. (See 3 

AR 234, 235.) 


d. If the business connections to be established or property 
interests to be acquired may result in a conflict between the 
private interest of the employee and his official duty or tend to 
bias his judgment. 


e. If the doing of such work may involve the use of information 
secured as the result of employment in the Department to the 
detriment of the public service. 


{. If such employment may tend to bring criticism on the Depart- 
ment or cause embarrassment. 


g. If the work relates to a written discussion of policies or of- 
ficial work of the Department except as authorized by these 
regulations. (See 3 AR 235.) 


h. If the work involves teaching, except as permitted by the 
provisions of section 5, this chapter. 


i. If the work involves participating in the establishment of 
any general farm organization; acting os organizer for any such 
general farm organization, or holding any other office therein; acting 
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as financial or busirfess agent for any general farm organization, 
or participating in any way in any men. bership campaign or other 
activity desiynedto recruit members tor any such organization. 
(This provision shall be construed in accordance with section 4,: 
this chapter.) 


j. If the work involves the acceptance by the employee of office 
in, or the granting of permission to use his name in the adver- 
tising matter of, organizations commercializing the results of 
research work conducted by the Department, irrespective of any 
merits which such enterprises may appear to possess. (See also 
3 AR 281-287.) 


2011. INTERESTED PERSONS NOT TO TRANSACT GOVERNMENT 
BUSINESS. No employee or agent of the United States shall trans- 
act business of the Government with any corporation, joint-stock 
company, association, *~-firm or partnership or other business 
entity if he is an officer, agent or member of, or is directly or in- 
directly interested in the pecuniary profits or contracts of such 
corporation, joint-stock company, association, firm, partnership 
or other business entity. This is a statutory provision, violation 
of which is punishable by a fine of not more than $2,000, or im- 
prisonment for not more than 2 years, or both. (18 U.S.C. 434)-—* 
(See also 5 AR 114.) 


2012, INTERESTED PERSONS NOT TO BE ASSIGNED TO REGU- 
LATORY OR Bove s He eA WORK. No employee of the 
Department shall be assigned to investigate or to conduct any regu- 
latory work directly affecting any corporation, company, firm, 
association, or organization in which he has a financial or other 
interest. Any employee having 4 financial or other interest in any 
corporation, company, firm, or association directly affected by 

his work shall give written notice of such interest through his im- 
mediate superior to the head of his agency. ~(S) 


2013. EMPLOYMENT WITH FOREIGN AGENCIES OR INDIVIDUALS 
In Cc A ve er 


**It is hereby ordered that no officer or employee in the execu- 
sive breash of the United & ates Government, regardless of 
whether he is on annual leave or leave witheut pay, shall be 
employed with or without remuneration by any foreign govern- 
ment, corporation, partnership, or individual that is ia compe- 
titken with Americana indestry.'’ 
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EXHIBIT 1 - 8 AR 2000 


CODE OF ETHICS FOR GOVERNMENT SERVICE 


(This Code of Ethics was agreed to by the 85th Congress) 


person in Government service should: 
Put loyalty to the highest moral principles and to country above 
loyalty to persons, party, or Government department. 
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duties. 


Make no private promises of any kind binding upon the duties of 
office, since a Government employee has no private word which 


el 
tas ys ; 
can be binding on public duty. 


Engage in no business with the Government, either directly or 
indirectly, which is inconsistent with the conscientious per- 
formance of his governmental duties. 


_— ’ 7 4 Armat snr reaming » ho nAantfsa $4) r 3 
Never use any information coming to him confidentially in the 
“ -_ > 7 4 es —s mooane far 3 
performance of governmental duties as a means for maki 

profit. 


Expose corruption wherever discovered. 


Uphold these principles, ever conscious that public office is 
a public trust. 
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UNITED STATES DEPARTMENT OF AGRICULTURE l 
Commodity Stabilization Service 
Washington, D. C. 


Instruction 110-1 


ACTION BY: All CSS Divisions and Offices, 
ASC State Offices. 


GENERAL POLICIES AND AUTHORITIES GOVERNING THE CSS PROCEDURE SYSTEM 


Approved 
Associate A 
I PURPOSE 


The purpose of this Instruction is to prescribe a system for the issuance of 
procedures within the Commodity Stabilization Service, and to establish the 
general policies and authorities governing such issuances, including the types 
of issuances to be employed and the officials authorized to approve them. 
Other instructions in this series set forth numbering, format and editorial 
standards and explain established methods of distribution and maintenance of 
published procedures. This Instruction supersedes Instruction 110-1 dated 
4-12-51, Exhibit A dated 1-8-52, and all amendments thereto. 


II GENERAL POLICY AND SCOPE OF APPLICABILITY 


All instructions, except those of extremely limited applicability and interest 
shall be developed and, published in accordance with the standards and require- 
ments of the CSS procedure system The provisions of the procedure system 
shall be applied by all CSS divisions and offices in Washington in issuing 
procedures which are applicable to, or require action by, other divisions and 
offices or ASC State and county offices. Offices having a substantial volume 
of internal procedures are also expected to apply the same standards to such 
issuances with justifiable modifications. State offices shall observe the 
general format and editorial standards of the system with respect to handbook 
materials developed for the use of county offices. 


III RESPONSIBILITIES AND APPROVAL AUTHORITIES 


A Administrator and Associate Administrator - The Administrator or 
Associate Administrator shall approve all issuances which delegate or amend 
authorities which are vested in or reserved to the Administrator, and such 
other issuances as may be desired 


Initiated by: Distribution: Page 1 
Administrative A, AD, Wash. only; 8-23-55 
Services Division S1-3 


Agri-Wash 
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CS a 


GENERAL POLICIES AND AUTHORITIES GOVERNING THE CSS PROCEDURE SYSTEM 


(III) 


B Deputy Administrators - Deputy Administrators shall approve all 
issuances (except internal division procedures and those requiring approval 
by the Administrator or Associate Administrator) which involves their assigned 
programs, activities and organizational units. In addition, they shall be 
responsible for directing the systematic planning and development, by appro- 
priate divisions and offices, of needed program procedures and for clearing 
issuances developed by those divisions and offices with other Deputy Admin- 
istrators, @s necessary. 


c Division Directors - Division directors shall approve all internal 
division procedures, including those issued to field offices of the division, 
provided such procedures are not applicable to, or require action by, offices 
or employees outside the issuing division. Division directors shall be 
responsible for systematically planning, scheduling and developing needed 
CSS program procedure. Each division director shall establish in his divi- 
sion, by assignment to individuals or units, responsibility for coordinating 
and controlling all procedure development and issuance operations, to assure 
their conformity with prescribed standards. 


D Controller, Commodity Credit Corporation - The Controller, CCC 
shall approve all issuances directed to CCC Fiscal and Lending Agencies. 


E Directors, CSS Commodi ty Offices - Directors of CSS Commodity 
Offices shall be responsible for development and issuance of internal proce- 
dures needed to carry out their program and administrative responsibilities, 
and they, or their designees, shall approve and sign such procedures. This 
authority does not include the issuance of procedures directed to ASC State 
and county offices. 


F ASC State Chairmen - ASC State Chairmen or State Administrative 
Officers, or their designees, shall approve and sign all procedures pre- 
pared and issued by them for the direction and guidance of ASC State and 
county offices. ASC State Administrative Officers are responsible for plan- 
ning and scheduling the development and issuance of State Office procedure 
so as to most effectively meet administrative and program needs, and to in- 
plement Departmental and CSS policies and procedures. 


G Administrative Services Division - The AS Division, through the 
Procedures and Communications Branch, is responsible for technical adminis- 
tration of the CSS procedure system. This Branch will give assistance to 
divisions and offices on all phases of the procedure system, will review all 
issuances prior to approval and reproduction to insure conformity with pro- 
cedure system requirements, and will maintain and publish official indexes, 
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GENERAL POLICIES AND AUTHORITIES GOVERNING THE CSS PROCEDURE SYSTEM 


II G) 
check lists and tables of contents covering all issuances except field and 
internal division issuances. 
H Scope of Approval - Final approval will indicate that the approv- 
x rx 
ing officer has satisfied himself that: 
1 The subject matter is adequately presented. 
2 The issuance is consistent with established authorities, 


policies and organization of CSS and CCC. 


val or clearance has been obteined from other organiza- 


Appro 
officials, when required. 


tional units or 


4 Arrangements have been made for the development or revision 
of related instructions. 


5 The issuance conforms to procedure system requirements as 


Z 


evidenced by clearance with the central CSS procedure control unit 
IV AUTHORIZED TYPES OF ISSUANCES 


The official CSS Procedure Manual shall consist of authorised handbooks and 
numbered instructions embracing all policies, authorities, responsibilities 
and procedures necessary for CSS and ASC offices to perform their assigned 
i duties. They shall remain in effect until they are superseded or aré 
} declared obsolete. The following types of issuances are prescribed for use 
in connection with the CSS Procedure Manual. 


i A Handbooks - Whenever practicable, instructions of a continuing 
nature, governing closely related program or administrative activities, shall 
be issued as individual handbooks. All handbooks shall be divided i 
appropriate parts, and the contents thereof prepared and identified in 
accordance with prescribed standards. 
1 Handbook Amendments - All new or revised handbook material, 


including page revisions, shall be transmitted under cover of Handbook 
Amendments, numbered in a separate series for each handbook and in prescribed 
format. 
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CSS PROCEDURE SYST! 


GENERAL POLICIES AND AUTHORITIES GOVERNING 








vxr\ 
IV 

B Numbered Instructi - Instructions of a continuing nature which 
io not effectivel r 


ns 
y the defined context of anexisting handbook, 
1 icable to immediately establish such a handbook, 
ons shall be numb- 


bered and otherwise identified in accordance with prescribed standards 


4 > ma s} . 
and f which it 





shall be issued as 





1 Auxiliary structions Auxiliary instructions may be en- 
ployed, subject to approval, to supplement or amend numbered instructions 
uly in emergencies, as follow 
8 When it is necessary to provide immediately a supplemen- 


. L + 
al body of procedure to the internal portions of an instruction and there 
t r 


is not time prepare a complete revision to revise affected pages. 


t When it is necessary to issue wholly supplemental material 
which is temporary or otherwise limited in application, and it is undesirable 
to incorporate it in the text of the basic procedure 


Notices, bearing prescribed divisional 
ith prescribed standards, shall be used 





< Communicate announcements, requirements, or information of a 


ride explanations or highlight requirements of new, revised 
. : 


4 
~ 
i 
wn 
c 
~~ 
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I Revisions - Page revisions or complete revisions shall be employed 
a@s the principal and standard method of amending or supplementing existing 
handbook materials and numbered instructions. Pen and ink changes are not 
authorized. Other methods shall be used only when it can be clearly deman- 
strated that current revision is not feasible. 


E Form Displays - Form displays, consisting of complete forms or parte 
thereof, either filled in as "John Does" and/or with textual instructions in 
the body or margins, shali be used as attachments or integral parts of instruc- 
tions and handbooks, whenever practicable, in lieu of detailed text in the 
instruction itself. 
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GENERAL POLICIES AND AUTHORITIES GOVERNING THE CSS PROCEDURE SYSTE 





V CLEARANCES, APPROVALS AND SIGNATURES 








A Responsibilities - Initiating divisions and offices are resy 
for obtaining all required clearances and approvals of proposed issuar 
from affected divisions and offices including, in all cases, clearan 
the Procedures and Communications Branch, AS Division, prior to 
aeprerN When appropriate and practicable, such clearance shall incl 
circulation of drafts to ASC State, CSS Commodity, and other principal 


offices, for their comments and suggestions. 


B Use and Filing of Clearance Forms - Either Form CSS-415, Pr 
learante and Approval Sheet, or Form PMS-528, Procedure Clearance 1 
ittal, listing the individuals or offices igvolved, and accompanied 
egible, final draft of the proposed issuance, shall be used in 
o obtain and document clearances and approvals. The original, s 


C 


tees 





clearance and approval sheet and the final draft of the issuance, as a 
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proved, shall be transmitted to the Procedures and Communications Branch 


AS Division, at the time reproduction is ordered, where they shall be 
and retained for official reference. 


C Facsimile Signature - The facsimile signature of approving 
officials shall be placed on all approved issuances by the Procedures 
Communications Branch. 


VI PROCESSING FOR REPRODUCTION AND DISTRIBUTION 


itiating offices are responsible for: (1) preparation of issuances 


mh - 


prescribed editorial and format standards; (2) ordering the reproducti 
and distribution of issuances in accordance with governing procedures 
(3) routing all procedure reproduction orders (including short orders 


inal typewritten copy, stencil, or multilith master, in accordance with 


filed 
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through the Procedures and Communications Branch, AS Division, for review, 


quirements. 


prior to reproduction, to assure compliance with all procedure system re- 
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UNITED STATES DEPARTMENT OF AGRICULTURE 
OFFICE OF THE SECRETARY 
WASHINGTON 25, D. C. 


December 31, 1959 


MEMORANDUM NO. 1436 
Employee's Report of Pecuniary Interests in Business 
Enterprise and/or Private Employment 


The purpose of the attached form is to set forth the policy of the 
Department with respect to the acquisition or holding by Department 
employees of pecuniary interests in or private employment by any 
business enterprise doing business, or interested in doing business, 
with the Department, and to ascertain whether there may be viola- 
tions of such policy. 


In order for the Department to make such determination, the attached | 
memorandum with the report on the reverse thereof, should be exe- ; 
cuted by all employees in your agency in grades GS-13 and above, 

all employees with contract or procurement authority, and all other 
employees regardless of grade, who are in a position to award or 
influence the award of business, or are officially assigned to the 

duty of granting or denying approval on behalf of the Federal Gov- 
ernment for specific commercial activities. 


The agency shall establish such controls as necessary to insure 

that all affected employees execute a report. All incumbent em- 
ployees in the above grades and categories shall submit their com- 
pleted reports by the close of business, February 1, 1960. All new 
employees in the above grades and categories shall execute this re- 
port upon entering on duty; all employees who subsequently acquire 
pecuniary interests in, or employment by firms doing business with, 
or interested in doing business with, the Department shall execute 
a supplemental report immediately. 


Reports submitted by Heads of Department Agencies, deputy and 
assistant heads of agencies, and all affected employees in the im- 
mediate office of the Secretary shall be forwarded to the Director 
of Personnel for review. In any case in which an employee reports 
pecuniary interests or private employment of such a nature as to 
raise a reasonable doubt as to whether a conflict exists, the case 
shall be submitted to the Director of Personnel for a ruling. The 
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Director of Personnel may ask the advice of an ad hoc committee 
composed of a member of bis office, a member of the Office of the 
General Counsel, and a representative of the employing agency to 
determine whether any interests or outside employment of an indi- 
vidual may be in conflict with his work in the Department, 


Attachment 
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Employee's Report of Pecuniary Interests in Business 
Enterprise and/or Private Employment 


In order to implement policy enumciated in 8 AR 2010 (d) that no Department 
waployee shall perform or be engaged in any work on his own behalf or for 
private individuals, firms, companies, organizations, or institutions if 
such interests may result in a conflict between the private interest of the 
employee and his official duties, or tend to bias his judgment, employees 
shall execute the form on the reverse of this memorandum Listing all 
holdings or employment as follows: 


All pecuniary interests, including stocks, bonds, certificates or other 
evidence of ownership in any corporation, proprietorship, or partnership; 

or right to income from rents, royalties, patents, fees, commissions, 
mortgages (including deeds of trust), or any other form of pecuniary interest 
in any business enterprise irrespective of whether it does business with the 
Department, whether held in the employee's name or for his benefit, in the 
name of his or her spouse, minor children, or other dependents; any private 
employment for profit of any nature, including the acting or serving as agent 
or representative, either in his own behalf, or for any person or firm doing 
business, or interested in doing business, with the Department (if none, 

so indicate). Employees shall not include holdings in non-profit orgeni- 
zations, cash assets, Governmental securities, real estate occupied as their 


own dwellings (unless connected with a farming operation), or rights derived 
from insurance policies. 


Upon being advised that such interests or employment are in conflict, the 
employee will take immediate steps to dispose of such interests, and advise 
the head of his agency on the progress made in this regard; private employment 
shall be terminated immediately. An employee who believes the application 

of this paragraph may cause him undue hardship, may request a modification by 
forwarding to the Director of Personnel, through the head of his agency, a 
written statement setting forth all facts and circumstances. 


This report will be for official consideration by the head of the employee's 
agency or his designated representative and for the Office of the Secretary. 

The information contained therein will be maintained under strict administrative 
control. It will not become part cf the official personnel folder. 


Failure to file a report or knowingly submitting incomplete or erroneous 
information may be cause for disciplinary action. False, fictitious or 
fraudulent statements knowingly and wilfully made in the report may be 
prosecuted under Section 1lOU1 of Title 18 U. S. Code. 


AD-276 (12-59) Statement of Yecimiary Interests and Private Employment 
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CHAPTER 56 - INVESTIGATIONS § 2075 


SECTION 1 - SCOPE 


2075, AUTHORITY. The Office of Personnel has the function of 
conducting personnel investigations for all agencies of the Depart- 
ment, and is authorized to make such investigations relating to 
the Department's business and its employees. This includes 
investigation of misconduct, falsification of official records, 
including time and attendance reports and purchase and travel 
vouchers, acts of impropriety, and other alleged wrongdoings on 
the part of employees. All employees will cooperate fully with 
the investigators by giving complete and accurate information, 
making available pertinent books, records, and other documents, 
and refraining from any attempt to conceal information or inter- 
fere with investigations in any way. 


SECTION 2 - INVESTIGATION RESPONSIBILITIES AND PROCE- 
DURES 


2080. RESPONSIBILITY. a. General. Agencies of the Depart- 
ment have the primary responsibility for the enforcement of 
Department regulations and agency instructions, >>> 


b, Corrective Measures, Heads of agencies are responsible, in 
the event that instances of delinquency, misconduct, or fiscal 
irregularities on the part of employees occur, for seeing that 
corrective measures are taken promptly with respect to any 
supervisory, organizational, accounting, or other administrative 
factors that may have contributed to the occurrence, 


*-+-2081, INVESTIGATIONS OF PERSONAL CONDUCT, Each agency 
head shall issue such instructions as will insure that cases of 
alleged personal misconduct or delinquency of employees are 
properly reported. Cases that involve only minor infractions of 
regulations and can be disposed of without formal investigation 
shall be handled by the agency under delegated authority. Com- 
plaints regarding conduct of employees received from sources 
outside the agency shall be referred to the Director of Personnel, 
Agencies will be advised as to whether investigation by the Office 
of Personnel is deemed warranted, All other cases of alleged+* 





INVESTIGATION OF GRAIN STORAGE OPERATIONS 44] 


*k+personal misconduct shall be referred to the Department's Direc- 
tor of Personnel for appropriate investigative attention, including 
the following: (Cases referred to in items c, d, e, and j may be 
pursued by the agency when uncovered in the course of an internal 
audit or investigation. ) 

a. Prohibited political activity, (The Office of Personnel 
will refer such cases to the Civil Service Commission for 
decision as to whether it will undertake the investigation or 
participate in a joint investigation, ) 


b. Immoral conduct (including sex offenses and sex deviation 
cases), 


c. Excessive use of intoxicants, or absence from duty because 
of such use, where the case may lead to a recommendation 
for disciplinary action more drastic than can be taken under 
delegated authority, i.e., those beyond the second offense. 

d. Personal use of Government-owned vehicles. 

e. Falsifying, forging or altering official records other than 
those relating to program operations, (Falsification of appli- 
cations and other employment documents shall be treated 
under the provisions of Chapter 13 of this Title, relating to 
suitability for employment, ) 

f, Conflict of interest. 

g. Speculation in commodities, 

h, Acceptance of gratuities, 

i. Acceptance of gifts from subordinates, 


j. Insubordination, 


k, Theft, conversion or misappropriation of Government funds 
or property. 


1, Violation of any Federal stgtute or Departmental regulation 
not included in the above and not pertaining to program 
activities, -* 
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+2082. PROGRAM INVESTIGATIONS. In those agencies which have 
independent program investigation or internal audit staffs, each 
agency head shall issue such instructions as will insure that cases 
of alleged program irregularities shall be reported to and investi- 
gated by such staffs. These will include investigations of known 
or alleged irregularities and violations of laws or regulations 
pertaining to participation in official programs on the part of con- 
tractors, vendors, producers, borrowers, and others. 


If during the course of any audit, inspection, or other program 
investigation, allegations are made or evidence is obtained indi- 
cating possible violation by a Department officer or employee of 

a Criminal statute such as fraud against the Government, bribery, 
conflict of interest, misappropriation, robbery or theft of Federal 
funds or property, or misfeasance or malfeasance in office; or 
prohibited political activity, or immoral conduct (including sex 
offenses and sex deviation), no investigation shall be made of such 
allegations or evidence unless specifically authorized by the De- 
partment's Director of Personnel. In all such cases, the Director 
of Personnel shall be informed immediately of the facts and cir- 
cumstances of the case and will notify the agency as to whether 
another Government agency, the Office of Personnel, or the agency 
will conduct the investigation of the specific allegation. Advice 

to the Director of Personnel should indicate whether the employee 
has veteran's preference, The Director of Finance shall be in- 
formed of the decision in cases involving fiscal or program 


operations. 


2083. CASES INVOLVING PERSONAL CONDUCT AND PROGRAM 
IRREGULARITIES, a. General. It is anticipated also that cases 





will arise in which it is difficult, if not impossible, to determine 
whether it is primarily a ''program'" or ''personnel'' case since 
some elements of both may be present. In such cases, the Office 
of Personnel shall be consulted and a decision reached jointly as 
to who will make the investigation, The Department's Office of 
Budget and Finance shall be informed of the decision. If time is 
of the essence, notification to the Director of Personnel shall be 


by telephone or telegram. 


b. Personal Conduct Case with Program Implications. If upon 





initiating a personal misconduct investigation the Office of Per- 
sonnel discovers data indicating that extensive irregularities 

exist having significant fiscal or program implications, the matter 
shall be discussed with the Office of Budget and Finance and the- * 


ad 


s'e 
a8 


INVESTIGATION OF GRAIN STORAGE OPERATIONS 443 


“agency involved, and a decision made regarding the course to be 
followed in completing the investigation. 


2084. INVESTIGATIONS IN AGENCIES HAVING NO INTERNAL 
AUDIT STAFF OR INVESTIGATIVE STAFF. In all agencies which 
have no internal audit staff or investigation staff, each agency head 
shall issue such instructions as will insure that allegations or 
complaints of fiscal or program irregularities, or employee mis- 
conduct are referred to the Director of Personnel for investiga- 
tion, with copy of the referral to the Director of Finance, if fiscal 
or program irregularities are involved. +> 


2085. INVESTIGATION OF BRIBERY CASES. No investigation 
shall be made of cases of alleged or suspected bribery of employ- 
ees whether disclosed during program audits or otherwise. Such 
cases shall be submitted to the Director of Personnel for referral 
to the Federal Bureau of Investigation. Agency field officials may 
report the facts to the nearest FBI office or agent with the request 
for an investigation. Agencies shall then report the case to the 
Director of Personnel with advice as to action taken, 


2086. INVESTIGATION OF U, S, TREASURY CHECK FORGERY, 
No investigation shall be made by any agency of the Department 

of cases of alleged or suspected forgery of U. S. Treasury checks 
whether disclosed during program audits or otherwise. If, in 

the course of any investigation, forgery of such checks is dis- 
covered or suspected, the facts shall be reported immediately to 
the nearest office or agent of the Secret Service Division, De- 
partment of the Treasury. Agencies shall then report the case 

to the Director of Personnel with advice as to action taken. 


2087. INVESTIGATIVE FILES AND RECORDS, Requests for 
investigation by the Office of Personnel shall be accompanied by 
all correspondence and documents pertaining thereto. 


SECTION 3 - PROCEDURE UPON COMPLETION OF INVESTIGA- 
TION 


2088. INVESTIGATIONS CONDUCTED BY AGENCIES, a. Gen- 
eral. In every case in which misconduct or an irregularity is dis- 
closed, whether the person is under Federal appointment or em- 
ployed by an organization under the jurisdiction of an agency of 
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the Department, a full report shall be forwarded promptly to the 


Director of Personnel, This procedure shall be observed regard- 
less of the manner in which the misconduct is disclosed, i.e., 
whether through investigation, examination, audit or inspection 
reports, or through other means of communication. The miscon- 
duct or irregularity referred to herein shall be deemed to include 
only cases of willful misconduct or wrongful intent, and not those 
comprising failure to follow prescribed procedures, instructions, 
etc., unless for personal gain. 


b. Disciplinary Actions. (S)-In every case in which it is estab- 
lished that delinquency, misconduct, or fiscal irregularity on the 
part of an employee has occurred, appropriate disciplinary action 
shall be taken immediately by the agency if the case is one that 
can properly be disposed of under delegated authority; if not, 

a copy of the investigative report shall be forwarded promptly to 
the Director of Personnel with a recommendation for whatever 
disciplinary action is believed to be warranted by the facts. 


c. Fiscal Irregularities. In all cases involving fiscal irregulari- 
ties relating to program operations, a copy of the investigative 
report shall be submitted promptly to the Director of Personnel 
with a recommendation as to disciplinary action. In such cases, 
the agency, within 30 days following completion of the investiga- 
tion, shall also (1) submit to the General Counsel four copies of 
the report, with a recommendation as to whether criminal action 
should be taken, and (2) submit to the Director of Finance one 
copy of the report, accompanied by a statement in triplicate ad- 
dressed to the General Counsel, containing specific information 
as to the fiscal liability to the United States of each individual or 
concern involved in the report, The statement shall show what 
action the agency has taken or intends to take to effect recoveries 
and prevent the occurance of irregularities in the future. Space 
shall be left on the last page of the statement for the approval of 
the Director of Finance. 


d. Violations of Federal Statutes Other Than Those Pertaining 
to Fiscal Irregularities. If the report indicates that a Federal 
statute may have been violated but fiscal irregularities are not 


involved, three copies of the report (in addition to the copy sent 
to the Director of Personnel) shall be forwarded directly to the 
General Counsel, together with the recommendation of the agency 
as to criminal prosecution. Copies of such reports need not be 
sent to the Director of Finance. 





ad 


INVESTIGATION OF GRAIN STORAGE OPERATIONS 445 


2089. INVESTIGATIONS CONDUCTED BY THE OFFICE OF 
PERSONNEL. a. Disciplinary Action. The Office of Personnel 


shall forward a copy of the investigative report to the head of the 


agency concerned for consideration. Appropriate disciplinary 
action shall be taken promptly by the agency if the case is one 
that can be disposed of under delegated authority; if not, the 
agency shall, within 30 days of its receipt of the report, submit 
to the Director of Personnel a recommendation for whatever dis- 
ciplinary action is believed to be warranted by the facts. 


b. Fiscal Irregularities. If fiscal irregularities are involved, 
the Office of Personnel shall in addition forward one copy of the 
report to the Director of Finance and four copies to the General 
Counsel, The agency shall, within 30 days, (1) submit to the 
General Counsel a recommendation as to whether criminal action 
should be taken and (2) submit to the Director of Finance a state- 
ment in triplicate addressed to the General Counsel, containing 
specific information as to the fiscal liability to the United States 
of each individual or concern involved in the report and the action 
that the agency has taken or intends to take to effect recoveries 
and prevent the occurrence of irregularities in the future. Space 
shall be left on the last page of the statement for the approval of 
the Director of Finance. 


c. Violations of Federal Statutues Other Than Those Pertaining 
to Fiscal Irregularities. If the report indicates that a Federal 
statute may have been violated but fiscal irregularities are not 


involved, the Office of Personnel shall, in addition to the copy 
sent to the head of the agency, forward three copies of the report 
to the General Counsel. Copies of such reports need not be sent 
to the Director of Finance. The agency shall submit to the Gener- 
al Counsel within 30 days any recommendation that it may wish 

to make as to criminal prosecution. 


2090. RESPONSIBILITIES OF DIRECTOR OF FINANCE AND 
GENERAL COUNSEL. a. Director of Finance. In cases involving 


fiscal irregularities, the Director of Finance, on the basis of the 


report and the statement of the agency referred to in 8 AR 2089b, 
and after consultation with the agency where necessary, shall (1) 
review the measures adopted to prevent similar irregularities in 
the future, (2) make a determination as to the fiscal liability of 
each individual or concern involved, such determination, if found 
by the General Counsel to be legally sufficient, to be considered 
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as the conclusion of the Department, and (3) determine the pro- 
priety of reporting the case to the General Accounting Office under 
the provisions of Section 236 of the Revised Statutes, as amended, 
and in accordance with General Accounting Office General Regu- 
lations No. 50, as supplemented. 


b. General Counsel, The determination of the Director of Finance 
and the original and one copy of the statement of the agency re- 
ferred to in 8 AR 2089b shall be transmitted to the General Counsel, 
whose duty it shall be to: (1) undertake, subject to Section 236, 
Revised Statutes, as amended by Section 305 of the Act of June 10, 
1921 (42 Stat. 24), collection of any sums due the Government; 

(2) refer to the Attorney General, or otherwise dispose of under 
applicable instructions of the Attorney General, any apparent 
violation of a criminal statute; and (3) after legal review and when 
determined by the Director of Finance that such action is appro- 
priate, initiate a letter reporting the case to the General Account- 
ing Office. Such letters to the General Accounting Office shall be 
prepared for the signature of the Director of Finance and shall be 
initialed in the agency and the Office of Personnel. +(S) 


2091. NATIONAL AGENCY CHECKS AND WRITTEN INQUIRIES, 
Agencies shall follow the procedures in 8 AR 2351 when deroga- 
tory information (other than loyalty or security) is developed 
through national agency checks and written inquiries, or when 
information of this nature is received direct from the Civil Serv- 
ice Commission or any of its regional offices. 





a 


INVESTIGATION OF GRAIN STORAGE OPERATIONS 447 


SECTION 4 - INVESTIGATIVE REPORTS 


2095. POLICY. (S)-It is the policy of the Department that all 
investigative reports shall be considered as confidential and privi- 
leged documents intended for internal use only and that the identity 
of informants mentioned therein must be protected. 


2096. RESTRICTIONS ON DISTRIBUTION AND USE. The follow- 
ing restrictions on the distribution and use of investigative reports 
are prescribed: 


a. Except as provided in 8 AR 2090, investigative reports or 
investigative data of any type, shall not be furnished to any 
person, committee, or agency outside the Department, but 
the contents of such reports may be discussed with, or exam- 
ined by, those persons in the Executive Branch who are en- 
titled thereto by reason of their official duties. 


b. Reports of investigations conducted by the Office of Per- 
sonnel, that are furnished to heads of agencies for considera- 
tion and recommendation as provided by 8 AR 2089, shall not 
be circulated within the agency except to such administrative 
officials as are required to initiate action based on information 
in the reports, and copies of such reports shall not be made. 


c. The identity of informants mentioned in any investigative 
report shall not be disclosed by administrative officials to 
whom the reports are sent for review and consideration, and 
such officials shall exercise every precaution to prevent em- 
barrassment to any person by reason of his having furnished 
information in connection with an investigation, 


d, Under no circumstances shall an investigative report be 
made available to the subject of the investigation, (See also 
1 AR 503, and 535a(8). )+{S) 


*s-+e, Reports of investigations and other similar material, which, 
prior to the security regulations, were considered and marked 
"Confidential, '' shall not be filed in the official personnel fold- 
er but must be maintained in separate envelopes, These en- 
velopes may be filed with the folder, but not init, (See 
8 AR 1364, )+> 


2097, REPORT TO CIVIL SERVICE COMMISSION OF AGENCY 
INVESTIGATIONS, Agencies shall follow the reporting proce- 
dures in 8 AR 384 and 2340 when initiating suitability investiga- 
tions of applicants or appointees by personal contacts, 
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APPENDIX A 


The CCC Charter Act provides that the Corporation may 


"% #* * acquire real property or any interest therein for the 

purpose of providing storage adequate to carry out effec- { 
tively and efficiently any of the Corporation's programs, 

* * # Provided, That the authority contained in this subsec- 

tion (h) shall not be utilized by the Corporation for the 

purpose of acquiring real property, or any interest therein, 

in order to provide storage facilities for any ccrmodity 

unless the Corporation determines that existing privately 

owned storage facilities for such commodity in the area 

concerned are not adequate: Provided further, That no 

refrigerated cold storage facilities shall be constructed \ 
or purchased except with funds specifically provided by { I 
Congress for that purpose: * * * and provided further, That ~ 
to encourage the storage of grain on farms, where it can be 

stored at the lowest cost, the Corporation shall make loans 

to grain growers needing storage facilities when such 

growers shall apply to the Corporation for financing the 

construction or purchase of suitable storage, and these 

loans shall be deducted from the proceeds of price support 

loans or purchase agreements made between the Corporation 

and the growers, * * *" ) 


The Charter Act also provides that: 


"#* * #* In the Corporation's * # # warehousing * # * or 
handling of agricultural commodities, the Corporation shall, 
to the maximum extent practicable, consistent with the 
fulfillment of the Corporation's purposes and the effective ( 
and efficient conduct of its business, utilize the usual 

and customary channels, facilities, and arrangements of trade 

and commerce, # #* #! 
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APPENDIX B 


The Cost Value of Materials in 9 Federal Stockpiles 
January 1960, by Agency and Program 1/ 
(in thousands) 


SI a as i eee ie 
and program : Net change during : Total, end of 


Department of Agriculture 
Price-support program: 


l. Agricultural commodities .... : $ - 172,546 : $7,176,549 
2. Exchange-strategic and : : 

critical materials ........ : + 15,046 : 118 , 399 

Total, price-support program : $ - 157,500 > $ 7,294,948 


3. Defense Production Act 
POMPE 656 cccble ces eeahes --- : 3 


Total, Department of : : 
Agriculture eeeereeereneeeeee ° = 157 , 500 ° 7,294,951 


General Services Administration 
Strategic and critical materials: 


a National stockpile eeeccecese °& - 8,399 : 6,201,314 
5. Federal Facilities Corpora- : 

tion tin inventory ........ : --- : 9,519 
6. Defense Production Act : : 

DROME ie owiteddccdsceree S + 23,860 : 1,447 ,866 
7. Supplemental stockpile ...... : + 51,404 $ 696 , 306 
8. Supplemental stockpile : : 

inventory in transit ...... : ~_45,045 ; --- 


Total, General Services : : 
DORIDISOMON ic ccécccsie * + 21,820 $ 8,355,005 


Office of Civil and Defense Nobilization 


9. Civil Defense stockpile ..... : -_30,°79 : 171,291 
Grand Total ...ssssseseseee : $ = 165,959 : $ 15,821,247 


1/ Source: CONGRESSIONAL RECORD, March 29, 1960, p. 6241. 
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The Proposed 1960 Uniform Crain Storage Agreement 
Compared with the 1956 eement 





The draft of the revised Uniform Grain Storage Agreement dist tributed for discussion 
purposes at the Kansas City meeting March 30, 1960, would add substantially to the 
responsibilities the warehouseman assumes when he handles or stores grain subject 
to the terms of the revised agreement. 


At the first meeting at which the terms and conditions of the U.G.S.A. were 
iiscussed by USDA and trade representatives, the Department stated its deterz 
tion to attain these objectives: 





1. Rearrange the format of the contract and clarify some of the language. 


2. Delete some of the 1956 contract provisions which afforded the ware- 
houseman some protection against unavoidable risks and almost certain 
losses, 


3. Shift to the warehouseman some responsibilities and risks CCC had 
assumed under the 1956 contract, 


4. Compensate in the handling and storage rates for being relieved of 
these risks and responsibilities, 
The format and structure of the contract have been improved - the clarifying 
language is still difficult, but admittedly improved. rly in the process of 
clarifying the language of the agreement the Department has tightened its terms 
numerous, almost unnoticed, instances, For example: 





1. The phrase “or as otherwise instructed by CCC" appears where the 
phrase "as mutually agreed to by CCC and the warehouseman" would be 
more equitable, 


2. Practically all limitations on CCC's “right to reject" shipments have 
been deleted, 


3. The right to "offset" quality deficiencies has been curtailed. 


4. In some instances, the burden of proof has been shifted to the 
warehouseman, 


These very substantial revisions in the contract are burdensome and costly, but they 
are almost ignored by the trade in its concern with two major changes in the 
contract: 


1. The 1956 contract in paragraph (h) of Section 11 protected the prudent 
warehouseman against losses due to the unavoidable breakage of grain 
in the process of handling and storing it. This protection has been 


withdrawn by deleting section 11(h) of the 1956 contract. 


they 
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2. Warehousemen were, and still are, vitally concerned with the contract 
provision which would fix responsibility for losses on CCC grain 
which might be subject to action by the Food and Drug Administration. 
Acceptable language covering this threatening situaticn has yet to be 
drafted. Efforts to draft acceptable language were undertaken at a 
time when the action against cranberries and caponettes was fresh in 
the minds of everyone and, as a consequence, everyone was extremely 
concerned that the language covering the warehousemen's responsibil- 
ities in this area should protect him against unavoidable and 
catastrophic losses due to circumstances over which he would have no 
control, 


At this point the record should show that the proposed 1960 agreement, and previous 
agreements, delineate the terms and conditions for handling and storing CCC grain - 
1) commingled, or (2) identity preserved - and that CCC has again proposed one 
schedule of rates for handling and storing commingled, and another for handling and 
toring identity preserved. 
When a warehouseman handles or stores CCC grain commingled he is obligated t 
to CCC grain of the same grade, quality, and quantity that he received for the 
account of CCC. f he fails to do so he must reimburse CCC for deficiencies in 
yuality and quantity. 


ba 


he handles or stores CCC grain identity prese erved, the warehouseman is obligated 
to keep the CCC grain separate and apart from al 1 other grain and to deliver to CCC 
the identical grain he received for CCC's account. If he does this and has ware- 

housed the grain as though he was the prudent owner thereof, then any deficiency in 


grade and quality is for the account of CCC - and if the warehouseman furnishes 
fficial weights, any quantity deficiency would also be for CCC's account. 





As the probable final form of the 1960 contract took shape, warehousemen appraised 
the additional responsibilities and risks it would impose and calculated the adjust- 
ent in rates that would compensate for these additional responsibilities and risks. 
It was generally agreed in the trade that if a warehouseman fully understood the 
differences in the 1956 and 1960 contracts he would, if given the choice, warehouse 
ain under the terms of the 1956 contract at the 1956 rates rather than warehouse 
ain under the terms of the proposed 1960 contract at rates 20 percent higher than 
the 1956 rates. In other words, the trade assays the 1960 contract terms as 20 per- 


7 


her than the 1956 terms. 


tous 


When the proposed IP and commingled storage rate schedules are compared, it seem: 
bvious that USDA has also appraised these added responsibilities and risks and has 
calculated how much lower the IP storage rate must be before CCC can justify agreeing 
o store IP, and in so doing assume the arene e losses due to breakage incident 

to warehousing grain plus the incalculable F 











Food and Drug risks, plus the risks of 





rejection. 

Because the warehouseman's responsibilities and risks under the 1956 contract 

igre the same whether he stored CCC grain subject to the IP or commingled pees isions 
1e 1956 contract, the 1956 rates for both IP and commingled storage were exactly 


the same for these five grains - wheat, barley, grain sorghum, soybeans, and 
flaxseed - but after comparing the responsibilities and risks of the 1956 and 196 
contracts USDA, on the eve of the Kansas City Town Hall meeting on March 30, 
published for the first time its proposed schedule of IP rates, and for these same 
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five grains they proposed an IP storage rate 134 percent lower than the drastically 
reduced commingled rates which they had published on March 16. In other words, USDA 
seems to have optimistically assayed the 1960 contract terms as only 134 percent 
tougher than the 1956 contract. 


It is our calculation that USDA introduced this 134 percent differential in the IP 
and commingled rates in recognition of the conspicuous difference in the risks and 
responsibilities the warehouseman would assume if he stores commingled rather than 
IP, and it is also our contention that a comparison of the 1956 storage rate sched- 
ules with the proposed 1960 storage rate schedules measures, although inadequately, 
the conspicuous difference in responsibilities and risks the warchouseman assumed 
under the 1956 contract as compared to the risks and responsibilities he would assune 
under the 1960 contract. 


It is evident from the fact that USDA introduced this 134 percent differential in 

the IP and commingled rates that they were wary of having to assume the storage risks 
and responsibilities they proposed in the 1960 contract, but it became glaringly 
apparent USDA didn't fully realize how onerous the changes they intend to incorporate | 
in the 1960 contract really are until after they took what must have been a long look / 
at the added risks the warehouseman would assume when he handled their grain. 


The 1956 IP handling rates for all grains were exactly the same as the 1956 commin- 
gled rates, except for such CCC-owned grain as the warehouseman received from 
CCC-owned facilities - that is, CCC-owned bin sites. The 1956 handling rate for 
such ex-bin site grain was about 28 percent under the 1956 commingled rate but the 
lower rate applied to only a very small percentage of the CCC grain handled by 
warehousemen, 


Again - a comparison of the proposed 1960 IP handling rate schedules with the 1956 
commingled and IP schedules reveals that USDA, when they took that long look, 
carefully appraised the handling riaks and responsibilities they would assume if the 
warehouseman handled CCC grain IP, and from this appraisal USDA concluded that if CCC 
was to assume the added risks and responsibilities incorporated in the 1960 contract 
for handling grain, doing so would prove so expensively oppressive that USDA proposed 
a fantastic reduction in IP handling rates. Again, in other words, USDA seems to 
have assayed the 1960 contract provisions for handling CCC grain as, in general, | 
about 50 percent tougher than the 1956 contract, This is amply evident in the 


following table; 


Comparison of 1956 IP* Handling 


Rates with the 1960 Proposal 


1956 1960 Reduction 
iP rates Ip rates _As_ Percent 
Oats 50 oF 21.4 
Wheat 7.00 3.50 50.5 
Corn 4.50 3.50 22.2 
Barley 5.50 3.50 36.4 
Sorghum 7.00 3.50 50.0 
Soybeans 7.00 3.50 50.0 
Rye 7.00 3.50 50.0 
Flaxseed 7.25 5225 27.6 


* Rates on CCC-owned grain received from CCC-owned storage struc- 
tures were lower than the rates listed. 
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ae We have belabored this particular point because it is a crucial point, and the point 

» USDA at which we think USDA broke faith with the trade who had been told that USDA recog- 
nized that they were shifting substantial responsibilities and risks to the warehouse- 
man in the 1960 contract, and that USDA conceded that the warehouseman should, and 


would, be compensated for assuming them. 





> IP 
ct To further belabor this same point, we will again remind the committee - 
— 1. That under the provisions of the 1956 contract the warehouseman assumed 
a substantially the same risks and responsibilities whether he handled or 
wae stored CCC grain IP or commingled. 
assume 
2. That the 1956 storage rates for five grains - wheat, barley, grain 
“~ sorghum, soybeans, and flaxseed - were exactly the same whether the 
ee grain was stored IP or commingled. 
y 3. That the 1956 handling rates for all grains (except for ex-bin site 
— grain) were exactly the same whether the grain was handled IP or 
100k ( commingled, 
: 4. That USDA acknowledged that the warehouseman should be compensated for 
ae the additional risks and responsibilities CCC would unload on the 
. warehouseman in the proposed 1960 agreement. 
the We submit that the warehouseman has not been so compensated - but quite the contrary - 
USDA proposed to not only drastically reduce the commingled storage rates but to 
) further radically slash the IP storage rates. USDA went on from there to mutilate 
956 the IP handling rates. So - instead of compensating the warehouseman, USDA now says 
ae that if the warehouseman wants to handle and store CCC grain subject to substantially 
be tee the same terms and conditions that he handled and stored these same commodities under 
if CCC the 1956 contract, he must accept a cut in storage income of 24 to 36 percent. This 
pores } is dramatically illustrated in this table: 
= A Comparison of the 1956 Commingled Handling IMcome Plus 365 Dcys Storage 
Income - with the Income that Woudl Derive If the Warehouseman 
3 Stored IP Subject to the Rates CCC Has Proposed for 1960 
1956 1960 Difference in Difference in 
) Commingled Les cents per bushel __Percent 
Cents Cents Cents 
Oats 15.18 11.51 3.67 24.18 
Wheat * 23.79 15.18 8.61 36.19 
Corn 20.92 15.18 5.74 27.44 
Barley * 21.42 15,18 6.24 29.13 
Sorghum * 23.79 15.18 8.61 36.19 
Soybeans * 23.79 15.18 8.61 36.19 
Rye * 23.79 15.18 8.61 36.19 
Flaxseed * 29 ei. 16 8.20 2 63 


* Area III 


-_— 
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We submit these differences ranging from 24 to 36 percent truly reflect the effe 
that the proposed revisions in th 
would have on the warehouseman's income. 








bt f ly realizes but we want the record to show - that this 


Det 


1e contract and the propcesed revisions in the rates 


The mmittee no dou fully zes - but 
redu 1, which averages about 33 percent, is a reduction in gross income - and that 
there i't be any corresponding decrease in costs, rather costs will almost 
ertainly 
30, inevitably, this 33 percent reduction in gross income will be translated in 
tial 






ous reductions in net income - reductions that will bankrupt the most essen 
pple the warehousing enterprises it 


ent of the warehousing industry - and cripple 
esn't bankrupt - and leave the warehousing industry a shambles. 
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APPENDIX D 


~ 
. 


Changes in Handling Charges 


There is no change in terminal handling charges. But very severe cuts in 
truck received charges (in and out) are proposed for wheat, rye, soybeans, and 
grain sorghums. They are shown as a percent of change in Table 1, below: 


Truck Handling Rates Under Proposed U.G.S.A,. 
Schedule, with Comparisons in Percent 


(in cents per bushel) 


V/ ee yale a Loadout Total :Percent 
Region odit a 2 . 1 . . 6 :Proposed:Change 





All Oats A63 2.75 = 275 075 3.50 3.50 None 
All Flax 6.50 6.50 None ate ote 7.25 7.25 None 
All Corn 3.75 4.25 + 13 «ta ene 4.50 5.00 +11 
All Barley 4.75 4.25 - 1 ate ota 5 5.00 - 9.5 
Area I Wheat, Rye, 
Soybeans, 5.75 4.25 “26.5 «75 “a2 6,50 5.00 - 23 
G. Sorghums 
Area II same $.79 4.25 - 26.5 .75 ofS 6.50 5.00 - 23 
Area III same 6.25 4.25 - 32 ate aaa 7.00 5.00 - 26.5 
Area IV same 7oao 4.25 - 41 oto ate 8.00 5.00 - 37.5 
Area V same Tae 4.25 - 41 PY r, ato 8.00 5.00 o 37.5 





2. Impact of Storage Rate Cut by Areas 


While advertised as a 19-percent cut in rates, actually the impact of the 
proposed rates varies greatly by areas, Table 2 below illustrates this: 


Effect of Proposed Storage Rates Under the U.G.S.A. 


with Comparison, in Percent and Cents per Year 
: 1956 Per Diem : Proposed : Percent : 


Region Commodity : Rate : Rate : Change : Cents 
Area I Vheat, Rye, Soybeans, 

and Grain Sorghums 043 037 - 13.9 = 2.19 
Area II same -045 -037 - 17.8 = 2.92 
Area III same .046 .037 = 19.6 «= 3.29 
Area IV same 2047 037 a/@hed = 3660 
Area V same .049 -037 ~ 24.5 =4e38 
All regions Oats .032 .028 - 12.5 -1.46 
11 regions Flax 2049 -037 - 24.5 -4.38 
All regions Barley -045 037 - 17.8 - 2.92 
All regions Corn 045 2037 - 17.8 - 2.92 





1/ States comprising the five areas under the 1956 U.G.S.A. are as follows: 
Area I - Ariz., Calif., Idaho, Nev., Ore., Utah, and Wash. 
Area II - Minn., Mont., N.D., S.D., and Superior, Wis. 
Area III - Colo., I11., Iowa, Kans., Mo., Neb., VWyo., and Wis. except Superior. 
Area IV - Ark., Conn., Dela., Ind., Ky., La., Maine, Mi., Mass., Mich., N.H., N.Je; 
N.M., N.Y., Ohio, Okla., Pa., R.I., Texas, Vt., Va., and W. Va. 
Area V - Ala., Fla., Ga., Miss., N.C., S.C., and Tenn. 
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APPE.IDIX E 


TEXT OF PRESS RELEASE 636-52 


UNITED STATES DEPARTMENT OF AGRICULTURE 
Office of the Secretary 


Washington, March 24, 1952 


There follows a letter from Secretary of Agriculture Charles F. Brannan to 
Senator John J. Williams of Delaware relative to certain grain storage activities: 


March 24, 1952 
Hon, John J, Williams 
United States Senate 


Dear Senator Williams: 


This is in reply to your letter of March 11 enclosing a copy of the Congres- 
sional Record containing your lengthy attack of the day before on the grain storage 
program conducted by this Department. I am completely at a loss to understand the 
point you were trying to make by the many letters and comments with which you 
loaded that day's Record. I furthermore regret and resent this waste of time 
involved in this exchange of correspondence you are forcing on the Department and 
hope it may soon be brought to an end. 


In the first place, you are obviously still criticizing the Department for 
having contracted with the private grain trade for use of the facilities at Camp 
Crowder, Missouri, instead of operating those former military facilities directly. 
Such a criticism from you, of all people, is incomprehensible, in view of the fact 
that you were one of the chief architects of the legislation which requires us to 
follow that policy. 


Secondly, you obviously are still attempting to create a public impression 
that the two private companies with which we contracted at Camp Crowder are making 
excessive profits; yet you ignore most of their cost figures and distort others 
in the fact of the fact that you have been told repeatedly that one or both of the 
compenies will likely show a loss instead of any profit. 


The following facts completely demolish your argument on both points: The 
General Accounting Office has issued a supplemental report showing, that the 
ultimate loss of the V. M. Harris Grain Company will be more than $300,000, and 
that the other operator at Camp Crowder, Midwest Storage and Realty Company, will 
realize only a little more than $40,000 for its entire operation, including 
salaries to officers and dividends, 


I am utterly amazed that you have continued to say that these companies are 
making “unconscionable" and "fantastic" profits in the face of repeated cautions 
that they might even lost money when all the claims were settled. 


But let me continue with the uncontrovertible facts as given in Supplement 
No. 1, dated January 25, 1952, of General Accounting Office Report No. I-17038, 
This report shows that as of November 30, 1951 the operating income of 
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V._M, Harris Grain Company had exceeded operating disbursements by $102,178.33, 

and claims against the company in the amount of $595,000.11 had not been satisfied. 
The company had claims of its own in the amount of $174,452.69 against others. If 
all _ claims are settled at face amount, the company's loss on the Camp Crowder 
operation will be $318,369.09. The principal claim against the company, reported 
by G.A.O, as $530,960.72, is that of Commodity Credit Corporation for quantity and 
quality deficiencies in grain loaded out. We know of no reason why the Harris 
Grain Company and its surety should not be held for the full amount of this claim 
and it is evident that the ultimate loss of this operator will be in excess of 

$300 ,000. 


This same General Accounting Office report shows that the Midwest Storage and 
Realty Company operation as of November 30, 1951, showed operating income exceeded 
operating disbursements by $105,744.20, while unpaid bills and claims were in the 
amount of $64,125.73. The principal unpaid claim is that of the Corps of Engineers 
in the amount of $59,935.25, which is involved in a dispute over the extent to 
which Midwest put the buildings back into condition after the Army called for 
their return. If all claims are paid in full, only $41,618.47 will remain for 
payment of salaries of officers of the corporation and of dividends to stockholders, 


As a businessman yourself, engaged in-a similar occupation, I think you will 
agree that this is not an unreasonable return for two years' operation of this 
nature. It involved the alteration and repair of former troop barracks to make 
them suitable for grain storage; the unloading and trucking of some 1,200 cars of 
corn; the storage, conditioning, and fumigation of more than 2 million bushels of 
corn for a period of some 500 days, and the considerable supervision required by 
all this. 


If we make allowance for salaries actually earned by officers of the company, 
then the profit on the operation will be somewhere between zero and ten percent of 
the amount received from the Commodity Credit Corporation for storage charges. It 
is absurd to think of this return as "unconscionable" or "fantastic", especially 
in view of the risks of the operation which have been made obvious by the experi- 
ence of the V. M, Harris Company under even slightly more favorable conditions in 
the same area. I am of course pleased that the Commodity Credit Corporation has 
had a completely satisfactory performance on its Uniform Grain Storage Agreement 
signed with the Midwest Realty and Storage Company. 


Let us turn now to the history of the legislation under which we contracted 
with these two companies for grain storage, and especially to your part in that 
legislation, 


As recently as February 5 of this year, on page 828 of the Congressional 
Record, you reaffirmed your basic position on these cases, including every error 
in it: "I repeat there is absolutely nothing in the law today, nor was there 
anything in the law at the time he (the Secretary of Agriculture) leased those 
government plants which would have prohibited the Department of Agriculture from 
leasing them directly from the particular government agency which owmed then." 


Coming from some people, this would be an excusable error, but coming from 
you - a chief sponsor of our legislative mandate on this roint -. it is inexcusable. 
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As you know, the legislative history of this started back in 1948 when the 
60.n Congress, with your aid, took away from the Commodity Credit Corporation our az 
uthority to acquire or directly utilize any new grain storage facilities. I will a 
not argue that specific action at this time, but it was in the course of removing : 
that authority that the language concerning preferential use of private trade was 
inserted in our legislation. Here is the history of that language: 


S. 1322, the bill providing a Federal Charter for CCC, was reported by the 
Senate Committee on Agriculture and Forestry on March 24, 1948. On April 20, 1948 ? 
you introduced an amendment which would have added the underscored language and 
deleted the bracketed words: Db 


Section 12. Utilization of Associations and Trade Facilities. 

The Corporation may, in the conduct of its business, utilize 

on a contract or fee basis, privately owned and operated plants = 3 
and facilities, committees or associations of producers, pro- ae 
ducer-owned and producer-controlled cooperative associations, 

and /trade facilities/ shall, to the fullest extent practicable, } 
utilize existing trade channels for the marketing, sale, and 


distribution of such agricultural commodities. 


The Senate agreed to the amendment, after you personally explained the provi- 
sion as spelling out "in greater detail and with more emphasis that the Corporation 
shall, wherever feasible, utilize the facilities of private enterprise." 
(Congressional Record, April 22, 1948, at page 4872.) 

On April 22, 1948, the House Banking and Currency Committee reported out the ; 
vompanion bill, H.R. 6263. The House committee amended section 4(h) so as to 
prohibit the Corporation's acquiring or leasing any plant or facility or acquiring 
or leasing real property or any interest therein other than office space. The 
House committee also amended section 5 of the bill by adding a paragraph making 
mandatory the utilization of the usual and customary channels, facilities and } 
arrangements of trade and commerce in the warehousing, transporting, processing or 
handling of agricultural commodities. The House passed the bill as reported out. ia 


The Conference Committee adopted the House version of the bill, but added to 
the provision dealing with the use of trade facilities the language: "to the 
maximum extent practicable consistent with the fulfillment of the Corporation's 


purposes and the effective and efficient conduct of its business." Thus, the ? . 
substance of amendments proposed by you to section 12 and passed by the Senate es 
quoted above, were contained in section 5 of the Charter as finally passed. Zr 

re 


That was the status of our legislation until 1949, when the 8lst Congress 
amended it to restore authority of CCC to acquire storage facilities. However, 
there was no substantive change made in the language relating to preferential use 
of private trade. I have no idea how often you have misled the members of the 
United States Senate and the public by your statements that the 1949 amendments by 
the 8lst Congress changed the situation concerning preferential use of the private 
trade, An example comes from the February 5 record, page 827, where you stated: 
"Notwithstanding the fact that the amendment has been repealed Secretary Brannan 
is still paying huge sums to private interests who in turn are leasing him 
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xovernment properties for storage. This is inexcusable waste of the taxpayers 

money.***It is no wonder that Secretary Brannan continues to blame my amendment 
and the Eightieth Congress, completely ignoring the fact that the law passed by 
the Eightieth Congress has been repealed nearly 3 years." 


You are the last person in the world who should make that misstatement and 

omplain about our faithful execution of the policy which you helped write in the 
Senate. Your consistent repetition of these errors, after I have called them to 

} your attention, makes them deliberate and increases the mystery of your position. 


Here is the history of the language of the present legislation, as written 
by the 8lst Congress with your help: 


Repair of the Corporation's charter started in the Senate on March 16, 1949, 
when the Committee on Agriculture and Forestry reported S. 900. About one month 
later, the House Committee on Banking and Currency reported out H.R. 2682, with 
an amendment which contained the following language: 


"Provided, That the authority contained in this subsection (h) 
shall not be utilized by the Corporation for the purpose of 
acquiring real property, or any interest therein, in order to 
provide storage facilities for any commodity unless the Corpo- 


ration determines that existing privately-owned storage facil~ 
ities for such commodity in the area concerned are not 


adequate: And provided further, that nothing contained in 

this subsection (h) shall limit the duty of the Corporation, 

to the maximum extent practicable consistent with the fulfill- 

b ment of the Corporation's purposes and the effective and 
efficient conduct of its business, to utilize the usual and 
customary channels, facilities, and arrangements of trade and 
commerce in the warehousing of commodities." (Underscoring 

, added. ) 






On April 18 an amendment to S. 900 was introduced to add to section 4(h) of 
the Senate bill the two provisos contained in the House report and quoted above. 
You supported this successful move. 


Qn April 20 you proposed an almost identical amendment which you later 
} withheld in deference to the first one, but meanwhile you éxpressed your opinion 
the floor of the Senate in very unequivocal terms. After pointing out that 
your amendment was "practically identical, word-for-word," you made the following 
statement by way of explaining your support of the amendment and the parliamentary 
reason for not introducing one with your own name on it: 


"But we have been advised by the chairman of the Committee on 
Agriculture and Forestry that he will not oppose the amendment, 
and that at the proper time he will accept the amendment which, 
as the Senator from New Mexico says, will make it impossible 

for the Corporation to use this power in order to extend its 
facilities in any manner, unless first it has been determined 
that the existing storage facilities in the given area, supplied 
by private industry, are inadequate, and storage cannot be so 
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provided, Only in instances where private industry could not 
or _would not take care of the storage requirements would the 
Corporation be allowed to use this authority in any manner. 


It has been our endeavor to work that provision into the law 
in the best possible manner." (Congressional Record for 
April 24, 1949, at Page 5060, underscoring added. ) 


I challenge you to read that quotation from your own statement on the floor 
of the Senate at that time and tell me how you can disown its mandate to the ) 
Department. 


The Senate passed the bill that day - April 25 - and the House passed its 
bill on May 11. The two bills were passed with identical provisos concerning 
preferential use of private trade channels. 


Now that your part in the requirements under which we operate has been 
established, I wish to make it clear that the Department is not protesting the 
language in question. In fact, it was made clear during debate on the charter , 
and its amendments that the Department would be glad to use established trade 
channels wherever practicable and would fail to do so only when commercial facil- 
ities were not available. We have been glad to follow this policy, Now, let's 
look again at the Camp Crowder situation and see how the policy was applied. 


One way in which you have misled the public with respect to grain storage 
operations at Camp Crowder is to repeatedly say that CCC "rented" buildings from 
Midwest Storage and Realty Company and V. M, Harris Grain Company. As a grain 
man, you must know that when a depositor turns grain over to a warehouseman he is 
not renting the facility but is paying the warehouseman a fee for storage and 
other services performed, 


Your misuse of this term has led some people to believe that a middle-man | 
rented buildings from one Government agency and turned around and rented them 
back to another Government agency at a substantial profit without the performance { 
of any services on his part. For example, after one of your statements concerning 
Camp Crowder, Senator Aiken, who is well versed in farm matters, made this remark: 


"The other day the Senator from Delaware (Mr. Williams) 
pointed out that a group of persons had leased property from 


one agency of government and then leased it back to another ) 


agency of government - in this case the Commodity Credit 
Corporation - and made what was apparently a profit of around 
$300,000 with no risk involved, and no capital investment of 
any amount," 


Here's what actually happened: After the CCC charter was amended in 1949 to remove 
the ban on acquiring or leasing storage facilities, and because of the big grain 
crops coming on to the market at that time, we faced the job of getting a lot of 
grain under cover in the Kansas City area and arranging for its storage as quickly 
as possible. The Midwest Storage and Realty Company and the Harris Grain Company 
offered to do part of the job and to sign the Uniform Grain Storage Agreement 

with CCC. Both of these companies held leases on buildings which they had acquire 
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from the War Assets Administration at Camp Crowder. These facilities consisted of 
Army property which had been declared surplus and which the companies undertook to 
equip at their expense for extensive storage operations. 


The CCC has been attacked by you for not having leased these facilities 
directly from the War Assets Administration. Because of the Congressional mandate, 


however, CCC could not have done so as long as private trade channels were offered 
and were acceptable. 


In addition to the matter of legislative provision, there are many cogent 
arguments against CCC entering into the direct operation of warehouse facilities, 
Problems of labor, procurement of material to revamp the buildings, procurement 
of grain handling machinery, the building of railroad access tracks in some cases, 
and the purchase of trucks - all these and other requirements offered operating 
problems which the CCC could not undertake as effectively or economically in most 
cases as private operators, many of whom already had grain handling equipment and 
an experienced work force. 


You have not only criticized us severely for working through the private 
trade, but you have exaggerated the importance of that argument by charging that 
"unconscionable" and "fantastic" profits have been made. 


It is not my business to look at the books of these companies and I doubt 
that you, as a private businessman, would want me to do so. However, it was 
apparent even on the face of the material with which you loaded the Congressional 
Record that your analysis of the profit situation was grossly misleading from the 
beginning. 


There is nothing in the record to indicate that you would even allow these 
enterprises to make what you might find to be a reasonable profit. I doubt that 
there is a businessman in the country who would understand your technique and you 
have done a great deal of damage to both of the companies involved by repeatedly 
misstating their positions. 


If you still feel - as you obviously did in 1949 - that the Commodity Credit 
Corporation should not use its storage authority "in any manner" unless private 
storage facilities could not be made available, you should make this fact clear, 
In this case, the least you should do would be to stop criticizing us on the floor 
of the Senate for following precisely the course directed by the Congress. 


If, on the other hand, you have changed your mind and now feel that CCC should 
acquire permanent-type buildings (in addition to the temporary and movable bins 
which are now used to meet emergency situations) and go actively into the 
competitive grain storage business, then you most certainly should initiate the 
necessary Congressional action to change the present policy directives in the 
CCC Charter Act. 


I understand that the Senate Committee on Agriculture and Forestry will hold 
hearings on March 25 on the subject of the Camp Crowder leases and contracts. 
This might provide an opportunity for you to supply a coherent statement of your 
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facts and conclusions. It is in the interests of the grain storage program, of 
the farmers, of the general public and of the other Congressmen whom you have 


fy 


used, that this controversy be settled once and for all, 


lela 
COhi 


Very truly yours, 


/s/ Charles F, Brannan 


Secretary 


USDA 636-52 
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APPENDIX F 


Statement Made by Marvin L. McLain, Assistant Secretary of Agriculture, in March 1960, 
on Pages 660 and 661 of "Part 3 - Department of Agriculture Appropriations for 1961 - 
Hearings before the Subcommittee of the Committee on Appropriations, House of 


Representatives, Eighty-sixth Congress, Second Session, 


MR. McLAIN, Mr. Santangelo raises a good question. I would-like to clear up the 
record, 


For the past 6 months, since the last crop was harvested, for the first time in the 

7 years that this administration has been in here, and for a few years prior to that 
time, we are sitting on the other side of the table. In other words, we have adequate 
storage to take care of the needs of the programs on the statute books. This is the 
first time that has happened. 


When you have a statute which says you have to put supports under all these commodi- 
ties without a place to put the commodity, with the danger of putting them on the 
ground, and with the warehousemen saying they will not build facilities unless they 
can be sure they will get paid - this led to the Burrus transaction where we put 

40 million bushels of wheat on the ground. It led to the pulling out from the fleet 
of a lot of Liberty ships and got us into a business we never ought to have been in, 
After we had done that, then Congress passed a quick tax writeoff and we were urged 
by many Congressmen to guarantee some sort of occupancy, which we did for about a 
5-year period. 


That time is past. Storage facilities are here. We think they are adequate and that 
supply and demand works in the agricultural business as it does elsewhere. 


To get back to why this was a cut of 18 percent. It was not 18 but 19 percent. We 
made the most thorough study that ever has been made in the history of the Department 
of Agriculture, starting about a year ago now, to find out the cost of storing grain 
under the current techniques and knowledge that we have in the warehousing industry. 


After that was completed we had a thorough analysis made of that study. We knew what 
the costs were. We then added to those costs what we thought ought to be added for a 
reasonable profit on the average with occupancy about where it is today, and these are 
the figures that were presented to the negotiating committee last week. 


Quite naturally they are not very happy about it. Some farmers will not be happy 
because this means that farmers' storage rates will come down in equal amounts, but we 
think we are justified in offering this kind of a rate because we are on the other 
side of the table now and we hope we have the support of this committee in carrying 
out this reduction, 


If this had been undertaken a year or two ago, in my judgment we could well have been 
in a serious situation as far as storing commodities which under the statute we have 
to take care of. 


Further, you will hear criticism from the warehousing industry that this has been 
unfair, They will be given a chance to be heard in addition to the negotiating 
committee, 
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We are setting up what we call a town hall meeting in Kansas City, which will be on 
March 30, and it will probably be a 2-day meeting where anyone who wants to complain 
about what we have proposed will have the full right to do it with adequate 
presentation. } 


After we receive those complaints, and I am sure we will have many, the CCC Board 
will make its final decision on these rates, 


That is the best explanation I can give and I will answer any other questions. ) 


MR. SANTANGELO, These rates apply to the grains and not cotton? 


MR. McLAIN, That is right, just grains. 
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COMPTROLLER GENERAL OF THE UNITED STATES 
WASHINGTON 25 





B-114824 
MAY 1 0 1960 


Honorable Stuart Symington, Chairman 

Special Agriculture Investigating Subcommittee 
Committee on Agriculture and Forestry 
United States Senate 


Dear Mr. Chairman: 


In accordance with your request of April 18, 1960, there is 
enclosed a report on the over-all results of the examination made 
by the General Accounting Office of the operating costs at 57 se- 
lected commercial warehouses storing grain for the Commodity 
Credit Corporation (CCC) under the terms of the Uniform Grain 
Storage Agreement (UGSA), Our examination was made as part 
of our review of the procedures and practices followed by CCC 
in its negotiation and administration of the UGSA with the grain 
storage industry. 


Because of the limited sample of grain storage warehouses 
included in our examination, the results of the examination rela- 
tive to storage and handling costs, and rates of profit and return 
on acquisition cost of storage facilities, as set forth in the report, 
may not necessarily be indicative of the pattern prevailing at all 
the warehouses storing grain for CCC under the Uniform Grain 
Storage Agreement. However, our findings at the warehouses ex- 
amined indicate that, based on the average volume of grain stored 
and the quantity handled during the warehousemen's latest fiscal 
year completed at the time of our examination, the UGSA rates 
have provided, in most cases, rates of net profit greatly in excess 
of the profit allowances that we have noted generally in our audits 
of fixed-price contracts negotiated by the Government, 


The results of our examination as they pertain to the costs 
of grain storage at the 57 commercial warehouses examined are 
summarized as follows: 


— 
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Range of 
Number of Range of estimated _ net profit Range of average 
warehouses storage costs per bushel quantities stored 
(cents per bushel) (percent of (bushels) 
storage costs) 
2 4.5 to 4.6 264 to 265 611,000 to 1,511,000 
5 5.lto 5.4 204 to 229 324,000 to 7,303,000 
11 6.2 to 6.8 141 to 171 97,000 to 5,350,000 
7 Trew 74 113 to 142 173,000 to 6,235,000 
a 8.0 to 8.9 84 to 115 182,000 to 11,443,000 
10 9.0to 9.9 66 to 82 62,000 to 2,392,000 
3 10.2 to 10.9 53to 61 172,000 to 582,000 
6 11.0 to 11.8 41 to 53 102,000 to 692,000 
2 12.0 to 12.2 34 to 37 260,000 to 367,000 
1 13.4 22 441,000 
ae 14.7 12 4,639,000 
2! 


In 32 of the 57 warehouses where we reviewed warehousing 
costs, we computed the rates of return on the warehousemen's re- 
corded acquisition cost of storage facilities based on the estimated 
net profits per bushel provided by the UGSA storage rates. These 
computations were not feasible for 25 of the warehouses because a 
significant part or all of the storage facilities were leased or data 
on acquisition cost were incomplete or unavailable. 


Following is a summary of our computations of the rates of 
return on the recorded acquisition costs of storage facilities appli- 
cable to the warehousemen's latest fiscal year completed at the 
time of our examination, 


Range of per-bushel 
acquisition cost Range of rates of 


return provided by 
UGSA storage rates 


(percent of per-bushel 
acquisition cost (col. 2)) 


Number of 
warehouses 


based on average 
capacity utilized 


(cents per bushel) 


4 15.4 to 25.2 41.4 to 49.4 
5 25.4 to 38.2 30.6 to 39.8 
11 3£.1 to 58.3 20.2 to 29.9 
8 42.8 to 67.0 13.3 to 19.6 
_4 61.5 to 98.2 5.1 to 9.5 
32 
= 
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It was not feasible in most warehouses examined to compute 
meaningful per-bushel handling costs primarily because there | 
were substantial differences between the quantity of grain received 
and the quantity of grain loaded out and the difference between re- 
ceiving and loading-out costs was not readily determinable. How- 
ever, for 18 warehouses where we computed per-bushel handling 

costs (combined receiving and loading out), there were extremely ) 
wide variances in these costs resulting in comparable variances 

in percentages of net profit provided by the uniform rates under ] 
the UGSA, 


Further details relative to our examination are contained in 
the accompanying report and exhibits attached thereto. 


We note that on May 5, 1960, while this report was in process, 
the Department of Agriculture announced storage rates and handling 
charges under a revised Uniform Grain Storage Agreement, to be 
effective for the storage year beginning July 1, 1960. The announce- 
ment stated that the current storage rates are to be reduced an aver- 
age of about 3 cents a bushel on an annual basis, representing an 
average reduction of 19 percent; handling charges have been in- 
creased in some cases and decreased in others. 


Sincerely yours, 





Cémptroller General } 
of the United States 


Enclosure 





a 
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REPORT ON 
EXAMINATION OF 
STORAGE AND HANDLING COSTS 


UNDER THE UNIFORM GRAIN STORAGE AGREEMENT 
COMMODITY CREDIT CORPORATION 
DEPARTMENT OF AGRICULTURE 


DECEMBER 1959 


INTRODUCTION 

As part of our review of the procedures and practices followe 
by the Commodity Credit Corporation (CCC) in its negotiation and 
administration of the Uniform Grain Storage Agreement (UGSA) with 
the grain storage industry, the General Accounting Office has ex- 
amined the records of 57 commercial warehouses storing grain for } 
ccc under the terms of the Uniform Grain Storage Agreement. Our 
examination of the warehousemen's records was directed principally} 
at ascertaining the operating costs incurred at these warehouses 
in the storage and handling of grain for CCC so that we could ap- 
praise the effectiveness of the CCC negotiation procedures and the | 
reasonableness of the specified storage and handling rates, This 
report concerns itself mainly with the presentation of the results 
of our examination at the 57 warehouses which was completed in De- 
cember 1959, 

In the conduct of its price-support operations, the Commodity 
Credit Corporation, a wholly owned Government corporation within 
the Department of Agriculture, acquires substantial stocks of farm 
products through the take-over of commodities pledged as loan col- 


lateral and through purchases. To prevent deterioration and loss 
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of its surplus stocks, the Corporation has developed a storage- 
facilities program encompassing the use of commercial warehouses, 
Government-owned bins and ships, and on-farm structures. 

ccc has a Uniform Grain Storage Agreement under which it 
makes storage payments to commercial warehousemen storing grain 
for CCC's account in country and terminal warehouses. The Agree- 
ment, which applies to wheat, corn, barley, oats, rye, grain sor- 
ghums, flaxseed, and soybeans, specifies for each of the grains a 
flat per-day storage rate, The Agreement also covers payment by 
ccc for such services as receiving and loading out. As of Decem- 
ber 31, 1959, there were approximately 10,000 approved grain ware- 
house facilities, having a total capacity of about 4,2 billion 
bushels, operating under the Agreement, 

Storage and handling costs incurred by CCC for the fiscal 
year 1959 on all commodities acquired under the price-support pro- 
grams amounted to $481.6 million. Of this amount, $435.3 million 
was paid to commercial warehouses and $46.3 million represented 
the cost incurred at Government-owned facilities. These costs are 
exclusive of transportation costs and interest expense applicable 
to the price-support inventory and do not include payments to farm- 
ers for storing grain on the farm under reseal programs, where ti- 
tle to the grain is still vested in the farmer, About 95 percent 
of the total storage and handling costs for fiscal year 1959, or 
$457.4 million, is attributable to the storage and handling of 
grain. Of this amount, about $411 million was paid to commercial 
warehouses under the UGSA and about $46 million constitutes the 


cost of storage of grain in Government storage facilities, The 
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cost of $411 million for storage and handling of grain in commer- 


cial warehouses includes about $196 million for wheat, $98 million 


for corn, and $117 million for all other grains. 


ccc officials 


have estimated that handling costs constitute about 20 percent of 


these amounts, 


Since fiscal year 1951--the first year that storage and han- 


dling costs were segregated in the CCC accounting records--these 


costs have increased as follows: 


Percentage of 





grain storage Cost 
Total and handling per day 
Total storage storage costs, for grain 
and handling and handling to costs storage 

Fiscal costs, all costs for all and 
year commodities for grain commodities handling 
1951 $116 ,936,000 $ 97,852,000 84 $ 268,000 
1952 73,259,000 65,918,000 90 181,000 
195 120,184 ,000 103,196,000 86 283 , 000 
195 236 , 856,000 201,062,000 85 551,000 
1955 332,929,000 282,198,000 85 { ,000 
1956 374 , 087,000 308,658,000 83 000 
195 oo 323,884 ,000 89 887 , 000 
195 09,058,000 73,068,000 91 1,022,000 
1959 481,659,000 57 » 399,000 95 1,253,000 

Six months 
ended 

12-31-59 242,872,000 225 ,239,000 93 1,234,000 


During the same period, CCC-owned inventories 


corn accumulated as follows: 


As of 


June 30 


1951 
1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959 


As of 
12-31-59 


Invento 
Wheat Corn 


(million bushels) 


196.4 
143.3 
470.0 
774.6 


413.4 
313.9 
225.0 
364.9 
580.7 
02,1 
03.3 
1,028.0 
1,043.7 


1,235.1 


of wheat and 
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Since 1951, there has also been a considerable increase in 
the over-all commercial storage capacity available. The Depart- 
ment of Agriculture estimates, available at the time of our exami- 
nation, disclosed that off-farm, commercial grain storage capacity 
increased to 3.5 billion bushels in late 1957, representing a 
61 percent increase over the 1951 estimate of 2.2 billion bushels. 
The approved capacity under the UGSA increased from over 1 billion 
bushels in 1951, or about 50 percent of the total warehouse capac- 
ity available, to 2.8 billion bushels in 1957, representing about 
80 percent of the available capacity. From December 31, 1957, to 
December 31, 1959, the approved capacity under the UGSA increased 
from 2.8 billion bushels to 4,2 billion bushels, 
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THE UNIFORM GRAIN STORAGE AGREEMENT 

The Uniform Grain Storage Agreement originated in 1940 from a 
consolidation of a Country Warehouse Agreement and a Terminal Ware- 
house Agreement that had been used by CCC since 1938 and other 
agreements used by other agencies of the Department of Agriculture 
having grain storage responsibilities. Originally the Agreement 
was administered at the Department level and approved by the Sec- 
retary of Agriculture. Since 1946, it has been executed on behalf 
of the Commodity Credit Corporation. 

Since the original Agreement in 1940, revised Agreements have 
been entered into in 1946, 1950, 1952, 1954, and 1956. Current op- 
erations are under the 1956 Agreement; however, negotiations for a 
new agreement, to become effective July 1, 1960, are under way. 

The UGSA is a standard agreement between CCC and commercial 
warehousemen, setting forth the rights and obligations of the par- 
ties and the rates of compensation that will prevail if grain is 
tendered to the warehouseman by CCC and he accepts. Storage and 
handling rates have been established for the various grains accord- 
ing to five geographical areas. All warehousemen within a geo- 
graphical area receive the same rate. In addition, handling rates 
vary depending upon whether grain is received by truck or rail. 

Under the provisions of the UGSA, warehousemen are responsible 
for the class, grade, quantity, quality, and condition of the 
grains stored on a commingled basis. With respect to grain stored 
on an identity-preserved basis, warehousemen are responsible gen- 


erally only for quantity and deficiencies in quality resulting 


from failure to use due care or failure to provide appropriate 
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warehousing services; however, CCC grain is usually stored ona 
commingled basis. 

The UGSA requires that the warehouseman shall insure CCC- 
owned grain for its market value and protect CCC's transit privi- 
leges, where applicable, on grain in storage. All warehouse 
charges under the Agreement are paid every 3 months or at the time 
grain is loaded out, whichever is earlier. The Agreement is re- 
newed automatically each year unless terminated by written notice 
from either party at least 30 days prior to the renewal date. 

In the past, the storage and handling rates provided by the 
Agreements were established basically by negotiations between rep- 
resentatives of the grain storage industry and officials of Commod- 
ity Credit Corporation, utilizing cost indices of several of the 
items related in some way to storage costs. No comprehensive sur- 
vey of warehousemen's operating costs had ever been made in order 
to provide a firm basis for determining the reasonableness of the 
rates and the impact of price trends reflected in cost indices 
upon such rates. However, in preparation for its current negotia- 
tions with the commercial grain storage industry for a new storage 
agreement to become effective about July 1, 1960, CCC has for the 
first time made a grain storage cost survey based on examinations 


and analyses of the records of country and terminal warehouses. 


58385 O—60 31 
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SCOPE AND EXTENT OF EXAMINATION 

Our examination consisted of a review of the operating costs 
of 57 selected commercial warehouses storing principally wheat and 
corn for CCC under the Uniform Grain Storage Agreement, which in- 
cluded 50 country elevators and 7 terminal elevators. 

The wheat warehouses were located in Kansas, Minnesota, Mis- | 
souri, Nebraska, North Dakota, Oklahoma, South Dakota, and Texas. 
Warehouses in these States stored an average of about 80 percent | 
of the CCC-owned wheat stored in commercial warehouses during the > 
fiscal year ended June 30, 1959. The warehouses examined by us | 
stored an average of about 5.1 percent of the CCC-owned wheat 
stored in commercial warehouses in these States during the same 
fiscal year. 

The corn warehouses were located in Illinois and Iowa where 
an average of about 49 percent of the CCC-owned corn in commercial 
warehouses was stored during the fiscal year ended June 30, 1959. 
The warehouses examined by us stored about 2.7 percent of CCC- 
owned corn in commercial warehouses in these States during that 
fiscal year. f 

The total average quantities of grain stored in the warehouses | 
included in our examination amounted to about 65 million bushels 


for the latest fiscal year completed at the time of our examina- 


tion. } 
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BASIS USED IN DEVELOPING ESTIMATED COSTS 

The estimated costs which we developed were based on data ap- 
pearing in the accounting and other records of the warehouses for 
the latest fiscal year completed at the time of our examination. 
Since the warehouse costs were not generally segregated on the 
warehouse records between storage, handling, and other activities, 
it was necessary to allocate an appropriate portion of these costs 
to storage and handling activities in accordance with the relative 
benefits received or other equitable relationships, which were de- 
termined after consultations with warehouse officials concerning 
their operating methods and practices. 

The average per-bushel storage costs were computed by divid- 
ing the costs allocated to storage by the average number of bush- 
els stored for the year. The daily storage rates provided in the 
UGSA were multiplied by 365 to obtain the per-bushel storage rates 
for the year applicable to the average number of bushels stored 
during the year. 

It was not feasible in many cases to compute meaningful per- 
bushel handling costs because there was a substantial difference 
between the quantity of grain received and the quantity of grain 
loaded out and the difference between receiving and loading-out 
costs was not readily determinable. In those cases where per- 
bushel handling costs were computed, the total costs allocated to 
handling (both receiving and loading out) were divided by the vol- 
ume representing grain which cleared through the warehouse, both 


in and out, during the year. 
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Although the accounting records of most of the warehouses 
visited did not show any costs incurred because of shrinkage and 
deterioration of grain, we have included in our cost estimates a 
factor for these expenses. In the one case where the recorded 
shrinkage cost was less than the factor used in our estimates, we 
adjusted the warehouseman's estimated costs upward to include the 
higher shrinkage factor. In the two cases where the recorded 
shrinkage cost was higher than this factor, we made no reduction 


in the warehousemen's costs. 


For wheat, we have included in our estimated costs a shrink- | 


age factor of 0.25 percent of the applicable market price, or from 
0.5 cent to 0.6 cent a bushel. This allowance was based on a 
study made by research personnel of Kansas State College in coun- 
try warehouses in Kansas pertaining to shrinkage of wheat produced 
during 1952, 1953, and 1954. The report on this study was pub- 
lished by Agricultural Marketing Service, Department of Agricul- 
ture, in 1959. 

The published report disclosed that this study revealed no 
evidence that quality loss was significant in the long-term stor- 
age of wheat in country warehouses in Kansas. Among the factors 
pointed out as to why the quality deterioration appeared to be un- 
important was the fact that equipment was available and was uti- 
lized to mix different grades of wheat and thereby hold it with 
relative ease within certain ranges of test weight which is one of 


the primary grading factors used. 


Generally, terminal warehouses are similarly equipped. In ad- 


dition, since the date of this study there has been a major 
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improvement in grain storage technique primarily because of better 
methods of aerating grain. 

Because of the foregoing facts, there was no apparent basis 
for adding an allowance for quality deterioration of wheat to the 
storage cost estimates developed from the warehousemen's records. 

For corn we have included in our estimated costs an allowance 
for shrinkage and quality deterioration amounting to 1 percent of 
the applicable market price, or from 1.2 to 1.3 cents a bushel. 
This allowance was based on a study made by the Iowa Agricultural 
Experiment Station late in 1954 and early in 1955 in warehouses in 
Iowa having modern facilities. The study was based on CCC-owned 
corn produced in 1948, 1949, and 1950, which were the latest crops 
that had been completely moved out of elevator storage and for 
which an assured representative sample could be taken. The report 
on this study was published by Agricultural Marketing Service, De- 
partment of Agriculture, in 1957. 

The published report disclosed that deterioration in quality 
and that shrinkage due to moisture loss averaged, in total, about 
0.9 percent annually during the average of 2.71 years that the 
corn was in storage. The report states that advances in the devel- 
opment of mechanical aeration and other technology of storage man- 
agement would be expected to reduce the cost of quality deteriora- 
tion and shrinkage below that incurred in storing 1948 and 1949 
corn as disclosed by the study. 

Where applicable in determining operating costs, our esti- 
mates include normal depreciation on the warehouseman's plant, 


equipment, and other storage facilities as an element of cost, 
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Under the provisions of the Technical Changes Act of 1953 (26 
U.S.C. 169), which amended the Internal Revenue Code, provision 
‘was made for any person who constructed or erected a grain stor- 
age facility, at his election, to amortize for tax purposes the 
costs of the facility over a 60-month period, The benefits of ac- 
celerated amortization were limited to facilities completed after 
December 31, 1952, and on or before December 31, 1956. 

At some of the warehouses we examined, the depreciation ex- 
pense appearing on the books included accelerated amortization of 


facilities which was computed and charged against revenues for tax 


purposes based on a period of 60 months as authorized by the Tech- | 


nical Changes Act of 1953. In these cases, for the purpose of ar- 
riving at the estimated cost of storing and handling grain as a 
measure of the reasonableness of the UGSA rates, we adjusted the 
amount of the accelerated amortization used for tax purposes down- 
ward to a depreciation amount based on either the warehousemen's 
estimates of normal life expectancy for the particular facility or 
the periods over which similar facilities were being depreciated. 


Our decision in this matter involved the following considera- 


tions: 


1. Warehousemen electing to charge accelerated amortization 
against revenues for tax purposes over a period of 60 
months instead of charging normal depreciation over the 
useful life of the facilities, are receiving the full bene- 
fit offered by the Technical Changes Act of 1953 to encour- 
age construction and expansion of storage facilities. To 
include in the storage costs used for negotiation of UGSA 
rates the increment of accelerated amortization arising 
from a tax concession granted by the Government, would re- 
sult in added benefits to the warehousemen in the form of 
increased profits over what would otherwise be allowed. 


2. Generally, when amounts in excess of normal depreciation 
have been allowed as an element of contract costs by other 
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Government agencies, it has been only after a determina- 
tion of "true depreciation" had been made by authorized 
representatives of the procurement agencies based upon 
careful consideration of the useful life of the facilities. 
The circumstances relating to the grain storage warehouses 
are in no way comparable since the amount of accelerated 
amortization appearing on the warehousemen's books was not 
based on a determination of "true depreciation" by a rep- 
resentative of the Department of Agriculture, 


C- 
3. Any accelerated amortization of emergency facilities which 
r was in excess of "true depreciation," regardless of whether 
such excess was included in tax amortization certificates, 
has not been allowable as an element of cost in negotiated 
defense contract pricing. 
4, By December 31, 1961, the cost of all grain storage facili- 
ei ties eligible for accelerated amortization will have been 
fully deducted from revenues otherwise taxable, if the 
aX warehouseman elected to avail himself of the tax benefits 
offered by the Technical Changes Act of 1953. Therefore, 
h- | after December 31, 1961, at the latest, depreciation costs 
under this accelerated amortization plan will no longer be 
r= applicable. In this connection, there is a strong likeli- 
hood that these warehouses will continue to be needed and 
used in the CCC grain storage operations to and beyond the 
expiration of the eligibility period for accelerated amor- 
tization. The budget estimates for fiscal year 1961 sub- 
mitted by the Department of Agriculture to the Appropria- 
m- tions Committees of the Congress forecast a steady in- 
crease in CCC grain inventories during the current and the 
3 next fiscal year. The following tabulation shows this 
situation with respect to corn and wheat. 
or 
Inventories 
i. on hand 1959 1960 1961 
June 30 actual estimate estimate 
faq 
Corn (bu. ) 1,043,676,000 1,078,000,000 1,499,000, 000 
| Wheat (bu,) 1,146,576,000 1,238,291,000 1,366,091 ,000 
ene- | 
our- | 
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RESULTS OF EXAMINATION 

Because of the limited sample of grain storage warehouses in- 
cluded in our examination, the results of our examination relative 
to storage and handling costs and rates of profit and return on ae. 
quisition cost of storage facilities, as hereinafter set forth, 
may not necessarily be indicative of the pattern prevailing at all 
the warehouses storing grain for CCC under the Uniform Grain Stor- 
age Agreement. However, our findings at the warehouses examined 
indicate that, based on the average volume of grain stored and the} 
gQuantity handled during the warehousemen's latest fiscal year con- 
pleted at the time of our examination, the UGSA rates have pro- 
vided, in most cases, rates of net profit greatly in excess of the 
profit allowances that we have noted generally in our audits of 
fixed-price contracts negotiated by the Government. 


GRAIN STORAGE COSTS 


The results of our examination of the records of 57 commer- 


their latest completed fiscal year are summarized as follows: 


Range of 
Number of Range of estimated net profit Range of average 


cial warehouses as they relate to the costs of grain storage for 
warehouses storage costs per bushel guantities stored 


(cents per bushel) (percent of (bushels) 
storage costs) 

2 4.5 to 4.6 264 to 265 611,000 to 1,511,000 |, 

5 5.1 to 5.4 204 to 229 324,000 to 7,303,000 | 
11 6.2 to 6.8 141 to 171 97,000 to 5,350,000 

7 as to 7.7 113 to 142 173,000 to 6,235,000 

9 0 te 8.9 84 to 115 182,000 to 11,443,000 | 
10 9.0 to 9.9 66 to 82 62,000 to 2,392,000 

3 10.2 to 20.9 53 to 61 172,000 to 582,000 | 
6 11.0 to 32. hl to 53 102,000 to 692,000 | 

2 12.0 to 12.2 34 to 37 260,000 to 367,000 | 

1 13.4 22 441,000 { 
+ 14.7 12 4,639,000 
al 
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Estimated storage costs at the warehouses storing principally 
wheat generally were in a lower range than those at the warehouses 
storing principally corn. At country wheat warehouses the costs 
ranged from 4.5 cents to 11.8 cents a bushel; at terminal wheat 
warehouses the costs ranged from 5.4 cents to 9.8 cents a bushel, 
At country corn warehouses the costs ranged from 5.4 cents to 
13.4 cents a bushel; at the one terminal corn warehouse we visited 
the costs were 14.7 cents a bushel. The UGSA rates for a year's 
storage at the warehouses in the States included in our review 
ranged from 16.43 cents to 17.16 cents a bushel for wheat compared 
with 16.43 cents a bushel for corn. 

Of the 57 warehouses examined, the estimated storage costs in 
34 warehouses ranged from 4.5 cents a bushel to 8.9 cents a bushel. 
At these costs, based on the average volume of grain stored in the 
warehouses during the year, the UGSA rates provided net profits 
per bushel ranging from 84 percent to 265 percent of estimated 
storage costs. The warehouses in this cost range stored about 
80 percent of the grain stored by all the warehouses included in 
our examination. 

At 19 warehouses where estimated storage costs ranged from 
9 cents to 11.8 cents a bushel, the net profits per bushel ranged 
from 41 percent to 82 percent of estimated storage costs. At the 
remaining 4 warehouses where estimated storage costs ranged from 
12 cents to 14.7 cents a bushel, the net profits per bushel ranged 


from 12 percent to 37 percent of estimated storage costs. 
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Rates of return on acquisition cost 
ofr storage facilities 


In 32 of the 57 warehouses where we reviewed warehousing 
costs, we computed the rates of return on the warehousemen's re- 
corded acquisition cost of storage facilities, based on the esti- 
mated net profits per bushel provided by the UGSA storage rates. 
These computations were not feasible for 25 of the warehouses, be- 
cause a significant part or all of the storage facilities were 
leased or data on acquisition cost were incomplete or unavailable, 


These rates of return were computed by applying the estimated 


net profits per bushel for the year on storage of grain under the 4 
UGSA to the recorded acquisition cost of the storage facilities ¢ 
per bushel of average utilized capacity during the year. Gener- t 


ally, the average utilized capacity during the year was less than 
the CCC-rated capacity and the method used in our computations of 
rates of return allocates the recorded acquisition cost applicable 
to unused space to the space occupied. 

The rates of return on acquisition costs of storage facilities) 
for 20 of the warehouses ranged from 20.2 percent to 49.4 percent. | 
These warehouses stored about 85 percent of the total grain stored | 
by all 32 warehouses. The rates of return on acquisition costs of 
storage facilities for the other 12 warehouses ranged from 5.1 per.) 
cent to 19.6 percent. 


A summary of our computations of the rates of return on acqui- 


Sition costs of storage facilities follows: 
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Range of per-bushel 


acquisition cost Range of rates of 
Number of based on average return provided by 
warehouses capacity utilized UGSA storage rates 


(cents per bushel) (percent of per-bushel 
acquisition cost 


(col. 2)) 
4 to -=* 41.4 to 49.4 
4 to 33.2 30.6 to 39.8 
3 20.2 to 29.9 


to 67.0 13.3 to 19.6 
to 22 5.1 to 9.5 


is lrorue 


Details by warehouses of estimated storage costs and related 
data pertaining to rates of net profit and return on acquisition 
cost of storage facilities are shown in exhibits 1 and 2, attached 


to this report. 
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GRAIN HANDLING COSTS 

It was not feasible in most warehouses examined to compute 
meaningful per-bushel handling costs primarily because there were 
substantial differences between the quantity of grain received and | 
the quantity of grain loaded out, and the difference between re- 
ceiving and loading-out costs was not readily determinable, 

However, for 18 warehouses we computed per-bushel handling 
costs (combined receiving and loading out) by dividing the total. 
costs allocated to handling (both receiving and loading out) by the) 
volume representing grain which cleared through the warehouse, 
both in and out, during the year. The receiving or loading-out 
costs of the additional grain which moved only one way, either in \ 
or out, could not readily be segregated from the total costs allo- | 
cated to handling and, therefore, were included in the per-bushel | 
cost of the grain which cleared through the warehouse. The proce- | 
dure we followed was conservative and tended to increase the com- 
puted per-bushel handling costs and reduce the computed net profits 
per bushel on handling. The volume of grain which moved only one 
way, either in or out, ranged from 4 to 26 percent higiier than the 
volume of grain which cleared through the warehouse both in and 
out, as used in our,computations. Of these 18 warehouses, 15 han- 
dled principally wheat received by truck and 3 warehouses handled } 
principally corn received by truck, 

Estimated handling costs, as computed for the 15 warehouses 
handling principally wheat, ranged from 1.46 cents to 6.78 cents a 
bushel, At these costs the combined UGSA handling rates of 7 and 


8 cents a bushel applicable to grain received by truck in the 








om= 
ofits 
one 


the 


1an- | 


Led } 


2S 


ind 


INVESTIGATION OF GRAIN STORAGE OPERATIONS 487 


warehouse areas involved provided net profits per bushel ranging 
from 3.2 percent to 448.0 percent of the estimated per-bushel han- 
dling costs. Estimated handling costs per bushel as computed for 
the three warehouses handling principally corn ranged from 

1.92 cents to 4.24 cents, and at the UGSA handling rate of 4.5 cents 
a bushel for corn received by truck, resulted in net profits rang- 
ing from 6.1 percent to 134.4 percent of estimated per-bushel han- 
dling costs. 

At these 18 warehouses there were extremely wide variances in 
handling costs per bushel resulting in comparable variances in per- 
centages of net profit per bushel provided by the uniform rates un- 
der the UGSA. The details, by warehouses, of the estimated han- 
dling costs per bushel and related data are shown in exhibit 3. 


EXAMPLES OF COSTS AND RELATED DATA 
PERTAINING TO CERTAIN WAREHOUSES EXAMINED 


A composite presentation of the results of our examination 
pertaining to certain of the warehouses examined by us follows, 
These examples were selected from those warehouses within the 
4,5 cents to 7.7 cents range of estimated per-bushel storage costs 
and include four country and three terminal warehouses toring 
principally wheat and two country warehouses storing principally 
corn, 

Warehouse No. 26 

Our examination at this warehouse disclosed an estimated 
grain storage cost of 5.3 cents a bushel, including an allowance 
of 0.5 cent a bushel for shrinkage, for the fiscal year ended De- 
cember 31, 1958. At the UGSA storage rate amounting to 17.2 cents 


a bushel for a year's storage, the estimated net profit on the 
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average number of bushels of wheat stored for CCC during the year 
was 11.9 cents a bushel, or 224.5 percent of estimated storage 
cost. The average occupancy by all grain during the year was 81,8 
percent of CCC-rated capacity of 410,000 bushels. At May 31, 1959, 
CCC had about 226,000 bushels. of wheat stored in this warehouse, 
with an average of about 156,000 bushels of wheat stored during 
the year ended on that date, 

The recorded acquisition cost of the storage facilities, base 
on CCC-rated capacity, was 47.7 cents a bushel. The recorded ac- | 
quisition cost per bushel of average utilized capacity during the 
year was 58.3 cents, The estimated net profit per bushel provided 
by the UGSA storage rate resulted in a return of 20.4 percent for ' 
the year on the acquisition cost per bushel of average utilized ca- 
pacity. 

Combined estimated receiving and loading-out costs, computed | 
as previously explained in this report, were 2.26 cents a bushel 
for the year. The combined rates provided in the UGSA for these 
services were 8 cents a bushel, resulting in a net profit of 
5.74 cents a bushel, or 254 percent on estimated receiving and 
loading-out costs, 

This warehouse is a country warehouse located in Oklahoma, 
Its storage facilities consist of two conventional concrete upright) 
elevators. Storage facilities of 60,000-bushel capacity were ac- 
quired in 1940, and additional facilities of 350,000-bushel capac- 


ity were acquired in 1954, 
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Warehouse No. 30 

Our examination at this warehouse disclosed an estimated grain 
storage cost of 6.8 cents a bushel, including an allowance of 
0.6 cent a bushel for shrinkage, for the fiscal year ended Decem- 
ber 31, 1958. At the UGSA storage rate amounting to 17.2 cents a 
bushel for a year's storage, the estimated net profit on the aver- 
age number of bushels of wheat stored for CCC during the year was 
10.4 cents a bushel, or 152.9 percent of the estimated storage 
cost. The average occupancy by all grain during the year was 97.4 
percent of average CCC-rated capacity of about 225,000 bushels. 
At May 31, 1959, CCC had about 198,000 bushels of wheat stored in 
this warehouse, with an average of about 121,000 bushels of wheat 


stored during the year ended that date. 
The recorded acquisition cost of the storage facilities was 


24.4 cents a bushel based on CCC-rated capacity. The recorded ac- 
quisition cost per bushel of average utilized capacity during the 
year was 25.1 cents a bushel. The estimated net profit per bushel 
provided by the UGSA storage rate resulted in a return of 41.4 per- 
cent for the year on the acquisition cost per bushel of average 
utilized capacity. 

Combined estimated receiving and loading-out costs, computed 
as previously explained in this report, were 5.24 cents a bushel 
for the year. The combined rates of 8 cents a bushel provided in 
the UGSA for these services resulted in a net profit of 2.76 cents 
a bushel, or 52.7 percent on estimated receiving and loading-out 


costs, 
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This warehouse is a country warehouse located in Texas, The 
storage facilities consist of 2 wood-frame elevators, 17 cylindri- 
cal steel tanks, and a flat steel warehouse. The wood-frame ele- 
vators were acquired in 1943 and 1956, and the steel tanks were ac 
quired during the period 1950 to 1957. The flat steel warehouse 


was acquired June 1, 1958, increasing the total storage capacity 


to 267,300 bushels. 
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Warehouse No. 31 

Our examination at this warehouse disclosed an estimated 
grain storage cost of 5.4 cents a bushel for the fiscal year ended 
December 31, 1958. This cost includes an allowance of 0.6 cent a 
bushel for shrinkage. At the UGSA storage rate amounting to 17.2 
cents a bushel for a year's storage, the estimated net profit on 
the average number of bushels of wheat stored for CCC during the 
year was 11.8 cents a bushel, or 218.5 percent of estimated stor- 
age cost. The average occupancy by all grain during the year was 
93.2 percent of average CCC-rated capacity of about 934,000 bush- 
els. At May 31, 1959, CCC had about 640,000 bushels of wheat 
stored in this warehouse, with an average of about 282,000 bushels 
of wheat stored during the year ended that date. In addition, dur- 
ing the same year, CCC stored an average of about 181,000 bushels 
of grain sorghums in this warehouse. 

The recorded acquisition cost of the storage facilities, 
based on CCC-rated capacity, was 22.3 cents a bushel. The re- 
corded acquisition cost per bushel of average utilized capacity 
during the year was 23.9 cents. The estimated net profit per 
bushel provided by the UGSA storage rate resulted in a return of 
49.4 percent for the year on the acquisition cost per bushel of 
average utilized capacity. 

Combined estimated receiving and loading-out costs, computed 
as previously explained in this report, were 4.05 cents a bushel 
for the year. The combined rates of 8 cents a bushel provided in 
the UGSA for these services resulted in a net profit of 3.95 cents 


a bushel, or 97.5 percent, on estimated receiving and loading-out 


costs. 


58385 O--—60 32 
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This warehouse is a country warehouse located in Texas. Its 
storage facilities consist of two wood-frame elevators, a concrete 
elevator, and three steel flat storage buildings, with a combined 
CCC-rated capacity as of May 1, 1958, of about 1,025,000 bushels. 
All of the storage facilities were acquired during the period 1950 | 
to 1958, except for the two wood-frame elevators having a total ca-| 
pacity of about 145,000 bushels which were acquired prior to 1932. 
The cost of two steel flat storage buildings acquired in 1955, to- 
taling about $54,000, was being amortized over a 60-month period 
for Federal income tax purposes under the provisions of the Techni-| 


| 
cal Changes Act of 1953, which permitted accelerated amortization 


as an incentive for expansion of grain storage capacity. 
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Warehouse No. 33 


Our examination at this warehouse disclosed an estimated 
grain storage cost of 4.5 cents a bushel, including an allowance 
of 0.6 cent a bushel for shrinkage, for the fiscal year ended 
March 31, 1959. At the UGSA storage rate amounting to 16.4 cents 
a bushel for a year's storage, the estimated net profit on the av- 
erage number of bushels of wheat stored for CCC during the year 
was 11.9 cents a bushel, or 264.4 percent of estimated storage 
cost. The average occupancy by all grain during the year was 92.1 
percent of average CCC-rated capacity of about 1,641,000 bushels. 
At June 30, 1959, CCC had about 1,237,000 bushels of wheat stored 
in this warehouse, with an average of about 576,000 bushels of 
wheat stored during the year ended that date. 

The recorded acquisition cost of storage facilities based on 
CCC-rated capacity was 35.2 cents a bushel. The recorded acquisi- 
tion cost per bushel of average utilized capacity during the year 
was 38,2 cents, The estimated net profit per bushel provided by 
the UGSA storage rate resulted in a return of 31.2 percent for the 
year on the acquisition cost per bushel of average utilized capac- 
ity. 

This warehouse is designated as a country warehouse by CCC 
and is located in South Dakota. Its storage facilities are conven- 
tional upright structures, mainly concrete silos. As of August l, 
1958, the facilities had a CCC-rated capacity of 1,875,000 bushels. 

The original elevator, having a capacity of 550,000 bushels, 
was acquired in 1954, In 1956, an annex providing 600,000 bushels 


of capacity, and a 25,000-bushel wood elevator were acquired. 
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Another 700,000-bushel annex was acquired in 1958. The cost of fa- 
cilities and equipment acquired in 1954 and some additional equip- 
ment acquired in 1956, totaling about $319,000, or about 40 per- 
cent of the total investment in facilities, was being amortized 
over a 60-month period for Federal income tax purposes under the 
provisions of the Technical Changes Act of 1953, which permitted 
accelerated amortization as an incentive for expanding grain 
warehousing capacity. 

From August 1, 1954, to July 31, 1959, this warehouse had an 
occupancy contract with CCC under the provisions of which CCC guar- 
anteed the occupancy of 75 percent of capacity for the first 
3 years and 40 percent of capacity for the following 2 years. Un- 


der this contract, CCC paid the warehouse about $6,500 for unoccu- 


pied space. 
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Warehouse No, 35 


Our examination at this warehouse disclosed an estimated 
grain storage cost of 5.4 cents a bushel, including an allowance 
of 0.5 cent a bushel for shrinkage, for the fiscal year ended 
April 30, 1959. At the UGSA storage rate amounting to 16.8 cents 
a bushel for a year's storage, the estimated net profit on the av- 
erage number of bushels of wheat stored for CCC during the year 
was 11.4 cents a bushel, or 211.1 percent of estimated storage 
cost. 

The average occupancy by all grain during the year was 90.8 
percent of CCC-rated capacity of about 8,047,000 bushels. At 
June 30, 1959, CCC had about 4,451,000 bushels of wheat stored in 
this warehouse with an average of about 3,812,000 bushels of wheat 
stored during the year ended that date. 

The recorded acquisition cost of storage facilities based on 
CCC-rated capacity was 22.9 cents a bushel. . The recorded acquisi- 
tion cost per bushel of average utilized capacity during the year 
was 25.2 cents. The estimated net profit provided by the UGSA 
storage rate resulted in a return of 45.2 percent for the year on 


the acquisition cost per bushel of average utilized capacity. 


This warehouse is a terminal warehouse located in Kansas. 
Its storage facilities consist of conventional upright structures 
at two locations, with CCC-rated capacities of 6,000,000 bushels 


and 2,047,000 bushels. Of a total recorded acquisition cost of 


about $1,839,000 for storage facilities, about $657,000 was being 


amortized over a 60-month period for Federal income tax purposes 


under the provisions of the Technical Changes Act of 1953, which 


permitted accelerated amortization as an incentive for expanding 
grain warehousing capacity. 
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Warehouse No. 36 

Our examination at this warehouse disclosed an estimated 
grain storage cost of 7.7 cents a bushel including 0.5 cent a 
bushel for shrinkage for the fiscal year ended May 31, 1959. At 
the UGSA storage rate amounting to 16.8 cents a bushel for a 
year's storage, the estimated net profit on the average number of 
bushels of wheat stored for CCC during the year was 9.1 cents a 
bushel, or 118.2 percent of estimated storage cost. The average 
occupancy by all grain during the year was 90.9 percent of CCC- 
rated capacity of about 6,857,000 bushels. At June 30, 1959, CCC 
had about 3,430,000 bushels of wheat stored in this warehouse with 
an average of about 2,690,000 bushels of wheat stored during the 
year ended that date, 

This warehouse is a terminal warehouse located in Kansas. 
Its storage facilities consist of a concrete elevator and bins, 
and five steel oil tanks. The concrete elevator and bins having a 
CCC-rated capacity of about 5,176,000 bushels are leased from a 
railroad. The steel oil tanks having a CCC-rated capacity of 
about 1,681,000 bushels are owned by the warehouse but are located 
on leased land. Three of the tanks were acquired in 1956 at a 
cost of $232,745, and two of the tanks were acquired in 1958 at a 


cost of $191,240. Investment in equipment totaled about $40,000. 


The cost of the three steel tanks acquired in 1956 was being amor- | 


tized over a 60-month period for Federal income tax purposes under 
the provisions of the Technical Changes Act of 1953, which permit- 
ted accelerated amortization as an incentive for expanding grain 


warehousing capacity. 
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Warehouse No. 39 


Our examination at this warehouse disclosed an estimated 
grain storage cost of 6.5 cents a bushel for the fiscal year ended 
April 30, 1959. This cost included about 1.1 cents a bushel re- 
corded on the warehouse records for shrinkage on the average quan- 
tity stored during the year. At the UGSA storage rate amounting 
to 17.2 cents a bushel for a year's storage, the estimated net 
profit on the average number of bushels of wheat stored for CCC 
during the year was 10.7 cents a bushel, or 164.6 percent of the 
estimated storage cost. The average occupancy by all grain during 
the year was 83.1 percent of average CCC-rated capacity of about 
5,069,000 bushels. At May 31, 1959, CCC had about 3,705,000 bush- 
els of wheat stored in this warehouse, with an average of about 
2,886,000 bushels of wheat stored during the year ended that 
date. 

The recorded acquisition cost of the storage facilities was 
29.7 cents a bushel based on CCC-rated capacity. The recorded ac- 
quisition cost per bushel of average utilized capacity during the 
year was 35.8 cents. The estimated net profit per bushel provided 
by the UGSA storage rate resulted in a return of 29.9 percent for 
the year on the acquisition cost per bushel of average utilized ca- 
pacity. 

This warehouse is a terminal warehouse located in Oklahoma, 
The storage facilities consist of a concrete elevator and one flat 
storage type steel warehouse. The elevator, with a rated capacity 
of 4,194,000 bushels, was acquired in 1955, and the steel ware- 
house, with a 1,000,000-bushel storage capacity, was acquired in 
1958. 
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During the period June 1, 1954, to May 31, 1959, this ware- 
house had an occupancy agreement with CC€ under which CCC guaran- 
teed occupancy of 60 percent of the warehouse!s capacity. However, 


no costs for unoccupied space were incurred by CCC under this 


agreement. 





» 


nr, oO 





er, 


cee 


INVESTIGATION OF GRAIN STORAGE OPERATIONS 499 


Warehouse No. 53 

Our examination at this warehouse disclosed an estimated 
grain storage cost of 5.4 cents a bushel, including an allowance 
of 1.2 cents a bushel for shrinkage and deterioration, for the fis- 
cal year ended December 31, 1958. At the UGSA rate amounting to 
16.4 cents a bushel for a year's storage, the estimated net profit 
on the average number of bushels of corn stored for CCC during the 
year was 11 cents a bushel, or 203.7 percent of the estimated stor- 
age cost. The average occupancy by all grain during the year was 
89.2 percent of CCC-rated capacity of about 363,000 bushels. 
Throughout the fiscal year ended June 30, 1959, CCC had about 
315,000 bushels of corm stored in this warehouse. 

The recorded acquisition cost of the storage facilities based 
on CCC-rated capacity was 33.9 cents a bushel. The recorded acqui- 
sition cost per bushel of average utilized capacity during the 
year was 38 cents. The estimated net profit per bushel provided 
by the UGSA storage rate resulted in a return of. 28.9 percent for 
the year on the acquisition cost per bushel of average utilized 
capacity. 

This warehouse is a country warehouse located in Illinois. 

The storage facilities consist of a conventional upright elevator, 
four rectangular steel warehouses, and three steel tanks. The cost 
of three of the rectangular steel warehouses, totaling about 
$74,000, acquired from 1955 to 1957, was being amortized over a 
60-month period for Federal income tax purposes under the provi- 
sions of the Technical Changes Act of 1953, which permitted accel- 
erated amortization as an incentive for expanding grain storage ca- 


pacity. 
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Warehouse No. 55 


Our examination at this warehouse disclosed an estimated 
grain storage cost of 6.8 cents a bushel for the year ended Novem- 
ber 30, 1958. This cost includes an allowance of 1.2 cents a 
bushel for shrinkage and deterioration. At the UGSA storage rate 
amounting to 16.4 cents a bushel for a year's storage, the esti- 
mated net profit on the average number of bushels of corn stored 
for CCC during the year was 9.6 cents a bushel, or 141.2 percent 
of estimated storage cost. The average occupancy by all grain 
during the year was 92.9 percent of average CCC-rated capacity 
of about 529,000 bushels. At March 31, 1959, CCC had about 
450,000 bushels of corn stored in this warehouse with an average 
of about 401,000 bushels of corn stored during the fiscal year 
ended June 30, 1959. 

The recorded acquisition cost of the storage facilities, 
based on CCC-rated capacity, was 24.9 cents a bushel. The re- 
corded acquisition cost per bushel of average utilized capacity 
during the year was 26.8 cents. The estimated net profit per 
bushel provided by the UGSA storage rate resulted in a return of 
35.8 percent for the year on the acquisition cost per bushel of 
average utilized capacity. 

Combined estimated receiving and loading-out costs, computed - 
as previously explained in this report, were 1.92 cents a bushel 
for the year. The combined rates provided in the UGSA for these 
services were 4.5 cents, resulting in a net profit of 2.58 cents a 


bushel, or 134.4 percent, on estimated receiving and loading-out 


costs. 
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This warehouse is a country warehouse located in Illinois. 
Its facilities consist of a main storage house of about 52,000- 
bushel capacity acquired in 1946 and flat steel storage structures 
and cylindrical steel bins having a total capacity of about 
515,000 bushels acquired from 1946 to 1958, The cost of two flat 
steel storage structures, totaling about $43,000, acquired in 1955 
was being amortized over a 60-month period for Federal income tax 
purposes under the provisions of the Technical Changes Act of 1953, 
which permitted accelerated amortization as an incentive for expan- 


sion of grain storage capacity. 
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GRAIN & FEED DEALERS NATIONAL ASSOCIATION 


Accountants' Report dated March 28, 1960 based on review, without 
audit, of 183 survey reports of country warehouses included in 
"Commercial Grain Storage Survey" conducted by the United States 
Department of Agriculture in the Fall of 1959 and reported upon 
in tables released by the Department of Agriculture in January 
and February 1960 


Comments and schedules regarding utilization of survey cost informa- 
tion by the Country Elevator Committee of the Grain & Feed Dealers 
National Association for purpose of developing rate structure to 
be included in revision of Uniform Grain Storage Agreement to 
become effective July 1, 1960 


PEAT, MARWICK, MITCHELL & CO. 


CERTIFIED PUBLIC ACCOUNTANTS 
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PEAT, MARWICK, MITCHELL & Co 
CERTIFIED PUBLIC ACCOUNTANTS 
NORTHWESTERN BANK BUILDING 


MINNEAPOLIS 2,MINN 





*. Alv z i Ex 
Mr. AivVin &. Liver, £ 
» 





rrain & Feed Dealers National Association 


400 Folger Building 
Washington 5, D. C. 


sar Mr. Oliver: 





In connection with our engagement to assist the Country Elevator 
mmittee of the Grain & Feed Dealers National Association in developing - 
formation for use by the Committee in negotiating the rate structure to be 
included in the revision of the Uniform Grain Storage Agreement to become 
effective July 1, 1960, we have reviewed, without audit or exam ination f the 
inderlying data, 183 reports of the "Commercial Grain Sto conducted 
by representatives of the United erates Department of Agricultur Commodity 
Stabilization Service Grain Divisic in the Fall of 1959 eports 
included in our review involved 558 3 1 number and 58% in the 331 
ountry warehouses with storage capacity available for 28 , 564 
bushels, reported upon in tables released by the Departmen lture ir 
January and February 1960. We received 211 reports but 8 from 
ur ee because of incomplete data therein or because Bt 
ver terminal facilities excluded from the scope of our lid not 
tsinthdiane the basis of selecting sample locations included in the Governm 
survey. 
Without at any time disclosing identity of individual survey report 
we reported orally to representatives of the Country Elevator Committee at a 
meeting held in C 9 the first 57 sur- 


vey reports recei 


1 
meetings wit! 7 
Lings w n rep 


y QO V 

hicago on December 9, 1959 our comments on 
ved p I e and rendered certher ral reports 
r 


untry Elevator Committee held in 





1 and our comparison of data therein with th 
States Department of Agriculture in January 





Tt 
February 1960. We have previously reported to you orally that, on the basi 


f our review, without audit or examination of the underlying data, we ha 


’ 
t 
9 and 10 and on March 14, 1960 on our review 


“ 


e 


ve 





no reason to believe that the information included in the tables released by 
the United States Department of Agriculture is not reas mney representative 
f the information disclosed in survey reports reviewed by us. 


In the accompanying comments and schedules, as listed in the in 
n the immediately following page, we set fx rth our views regarding the 
fulness of the cost infor i by the survey, for the purpose 
jeveloping the rate structure to be included in the revision of the Un 
Grain Storage Agreemen sffecti July 1, 19 


= 
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1960, and describe fac 
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>h we believe should receive consideration in utilizing cost information ap- 
: plicable to the 1958 crop storage year for storage rates for the 1960 cro 
age year. We have developed data on estimated replacement and estimatea 
ical cost in order to compute an estimated rate of return t 











we believe is the most signifi arisor 
tween industri« In accordance rates 

r investment in certain other s furnis 
parison, without any attempt by us t ppr relative risk 





It will be appr at since w not audited or otherwise 
examined the accounting or “al records maintained by individual country 
warehouses included in the and have not investigated the basis of select- 











ing sample locations included in the survey, we not in a position to express 
a professional opinion regarding the accuracy of aggregate or per bushel storage 


and handling costs or bushel quantity figures disclosed by such reports or re- 





garding the possible extent of ple error 
Yours very truly, 


>/ 





= | Het Messina LAMA: 
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GRAIN & FEED DEALERS NATIONAL ASSOCIATION 


Index to Comments and Schedules 


a 


Comments 

General comments on tables 

Cost allocation factors in survey 

Adequacy of depreciation allowances 

Provisions for cost increases and other contingencies 
Risk factors 


Schedules 
wcneaules 


Proposed adjustments to reported per bushel storage costs 


Pro-forma per bushel storage income and return on per 
bushel invested capital 


Approximate per bushel invested capital based on 
estimated depreciated replacement cost 

Computation of approximate investment based on estimated 

replacement cost, less depreciation 

Approximate per bushel invested capital based on 
estimated depreciated historical cost 

Computation of approximate investment based on 
estimated historical cost, less depreciation 

Return on investment comparison 


Pro-forma per bushel handling costs 
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General Comments on tables i 
of Direct Operational Costs of Country Warehouses 
United States Department of t 


Service, Grain Division, in 


released by the 


, 
Agriculture, Commodity Stabilization 
Ja 


nuary and February 1960 





We note that since all tables are mrked "Preliminary", they may be 
subject to revision or accompanied at a later date by explanatory data setting 
forth basis for selection of sample locations and estimated precision of sample 
sstimates, including effect of reporting results for only 331 country elevator 
locations of a total of 404 locations included in the survey In many situa- 
tions where experiments have been conducted with sampling techniques for develop- 
ment of accounting data, a 100% examination has also been conducted to check the 


sample results his would be a formidable task on account of the large number 


my 


9,010 country elevator facilities in the United States In the absence of 
reasonably conclusive information regarding sample precision, it would appear 
that reported results for 331 country elevator locations are not necessarily rep- 
resentative of a total number of 9,010 locations and that to the extent they ar 


Us 


ed as a guide in setting storage rates or for other reasons, a possible.margin 


of error should receive consideration 


size groups and areas, etc., 


» 
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tions included in the survey and there is no reference to national totals or 


ther implication that per bushel or percentage figures are representative of 
costs or statistics for the 9,010 country elevator facilities in the United 


States. However, a very important table showing "actual" and cumulative number 
of facilities and capacities within cost storage groups (reported direct opera- 
tional per bushel costs of 5.0 - 5.94, 6.0 - 6.94, etc. and similar cost inter- 


vals to 20.5 - 20.94 and 21¢ and over) has been expanded on the basis of survey 
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results to United States totals with the possible implication that, for ex 
x f the country elevator capacity of the nation had reported pera- 
tional per bushel costs (including recorded depreciation) of 13.4 cents or lé 
We believe that such information should be read in the ght of the comments ir 
t prece pé regarding representativens f survey results. Anott 
very important tat showing ir vidual reporte t operational per b 
sost mponents ( oi n, taxes, personne xpenses, etc.) does not ir 
+ apt + +he + ‘ y therw + + + way ¢ , tat , = 
tior include aw thea } y ar nat n y - + , tior ir 
x ury. 
m™, foregoing mment ~~ not inter 2 ref + n on the . YY 
w or statistical procedur r rsonr wi nduct y Tt ir 
is undoubtedly t most comprehensive or that has ver beer tt ted of t 
yrair +orag r tr r _ + + 
grai rage industry W 1 uy W 
tail lanatory commer whi wil helpful ir rifying matter ] 
n the preceding paragraphs. The information released t te helpfu n pr 
viding t informati which, subject t } 1ent c ts in this report r 
garding cost allocation factors, etc., may be indicativ f grair rag n 
nandling costs for a particular year for particular tior it not ati 
without pr 1Si0r for t ncreasé a t f’ rs, f ts tor t 
facili for future years and not indicative, without cor tudy of 
le precisior ther factors,of costsfor tl year for all facilit 
in the United State 
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Cost Allocation Factors in Commercial Grain Storage Survey of Direct 
Operational Costs of Country Warehouses, reported on by the United 
States Department of Agriculture, Commodity Stabilization Service, 
Grain Division, in tables released in January and February 1960 





Since the tables setting forth the reported direct operational per 
bushel costs for country warehouses were not accompanied in the preliminary re- 
lease by any explanatory report regarding the allocation features applicable to 
such costs, we believe that it is important at the outset to state that although 
the per bushel storage and handling costs for individual locations and weighted 
average per bushel storage and handling costs have the appearance of meticulous 
accuracy, they are in fact allocated costs dependent for their accuracy on esti- 
mated and in some cases highly subjective, rather than objective, allocation fac- 
tors. This comment is not intended as a reflection on either the accounting pro- 


cedures or the accounting personnel who conducted the survey, since the necessity 


f allocating costs is required on account of the use of common facilities, sup- 


plies, services. and personnel for the operations 
the absence of adequate cost accounting records. 
iustry does not follow an industry-wide uniform 
generally employ departmental or cost accounting 
sts may be readily segregated between storage, 
ther activities. The merchandising account ref 
composite of storage and handling revenue and 


recorded costs for grai 


rw 
5 
Ss 


rinkage, deteriorati« 


o 


ored grain and merchandising gains or losses 


wn account. 


be 
ct 
»- 
a 
e 


and equipment, even a consistent basis of alloca 


to be expected that, because of the 


surveyed and also on account of 


he country grain elevator in- 


J 


~ 
Q 
QO 
° 


unting system nor does it 
procedures by means of which 
handling, merchandising, and 


lected on the books is generally 


) 


purchase costs for owned grain, 


r s for both owned and 


® 


e 


a 


on buying and selling grain for 


tion of fixed costs to the vari- 


kus departments or functions produces widely varying results depending on per cent 
E 








518 INVESTIGATION OF GRAIN STORAGE OPERATIONS 


of occupancy. Elevators of approximately the same size and with comparable 

total costs may have wide differences in per bushel costs, elevators of small 
capacity and high occupancy may have low per bushel costs and elevators of larg 
sapacity and low occupancy may have high per bushel costs. While it is true gen- 
rally that costs vary inversely with capacity and percentage of occupancy, it 


would require considerable statistical analysis to determine the extent of corre- 


lation between the several variable factors of general levels of costs, degree of 
ccupancy and capacity 


With the above mentioned variabies, it is difficult to draw general con- 





regarding allocation of significant costs such as personnel expenses 
where, in the absence of adequate records for distribution of labor time, alloca- 


ons have been made in some instances on the basis of apportionment of revenue 


- 


etween activities, in others on the basis of 


Oo 
re 


flow of grain through the warehouse 


and in still others on the basis of subjective judgment. There is some indication 


that instea f storage being regard as t primary function of the country 
warehouse for cost absorption, merchandising and to a lesser extent handling have 
been regarded as primary sources for cost absorption, with the remaining costs (i! 


any, in some instances) being allocated t< storage However, the Ul 
Storage Agreement requires year-round operating service to be maintained and it 
would appear that sufficient labor costs should be allocated to storage to meet 
this requirement with merchandising and handling absorbing remaining labor costs, 
especially seasonal and part time labor, above this minimum. In a number of in- 
stances, allocation on the basis of apportionment of revenue between activities 


served as a basis of allocating labor and other personnel costs between storage, 


basis had been applied consistently, would have resulted in higher labor costs 


being allocated to storage and less to merchandising. It also appears that alloca 


tion of labor costs on a more consistent bushel volume basis, followed in numerous 


4na 
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jividual instances, would have resulted in a larger allocation of labor costs 
storage and handiing and less to merchandising. 
t would appear from an analysis of surveys available to us that the 


> 


preliminary tables released by the Grain Division of the Commodity Stabilization 

Service of the Department of Agriculture represent assembly of original data from 
= the survey and it would be impractical without thorough analysis over a consider- 
of able period of time to effect reclassifications or re-allocation of the voluminous 











jata to attempt to reduce possible subjective bias on the part of field survey 
on= fficials, warehouse operators, or for that matter anyone engaged in a project 

f the magnitude of the initial survey. It does appear to us, however, for the 
a= reasons cited, that labor cc d to storage on the low side and an 

increased allocation of approximately one cent per bushel is not unreasonable and 
se should be given recognition in setting storage rates, with offsetting reduc- 
ion tion in allocation of labor costs to merchandising 
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Th ibject of depreciation is one of the most controversial in the 
field of ial and ace ing In the sas the generally accepte 
theory has been that depreciation represents an annu llocati 
portion of th istoric st of plant and equipment sed on e 

ife However ntinuing inflation >orporate income taxes have re- 
ed in incre advocacy for depreciation computations to be ed on re- 
placement cost It is generally admitt n the period of rising cost 
from the en f the nd wor war until the pre nt time, depreciation w- 
ances, be n histor st are in quat t provi for repl 2ment f 
plant and equipment High corporate income taxes have depleted funds avail é 
from retained s to replac juipment, leaving as possible sources of is 
nly borrowings, tional equity pite r higher selling prices Thus, re- 
gar s : % k of r gnition for purpos of reporting t wners 
n ting i ne tax it wou uppear that in the f f pricing g r 
rvices, prudent ines idgment wou require that for g r rv- 
i t t hig nough t re r from customer and ret n t bu af 
ficient fur to repl the sset sonsum in rer ring t rvice If x g 
nition were given in grair vator costs t jepreciation on a straight-li basi 
m replacement cs Peet wn ini iex % wine — = 
tion on rical cost -ost factor for th urvey year 

No information | been furnishe to the r ning for ting rs 

reciation th >on eries of tables rele by the Grain Division of t 

mmodity Stabilization Serv f the Unit Stat partme f Agriculture. 
This failure to recognize the storage t structure tax deductit precia- 
tion costs under the i me tax laws would appear to have the ; le effect of 
negating the intent of the Congress of the United States in passing in 1953, tax 
legislation permitting the five year amortization of grain facilities, concerning 
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tax ), effective July 196 


the Armed Services Procurement Regulati 


ning 








522 INVESTIGATION OF GRAIN STORAGE OPERATIONS 


Department of Defense is now on record as recognizing rapid depreciation within 


ra 
ct 


the limits of the 1954 Internal Revenue Code as "normal" depreciation costs. 


also recognizes amortization of emergency facilities as determined by the Emergency 


Facilities Depreciation Board as cost. A "use charge” for fully depreciated assets 


under certain circumstances may be included in allowable costs under defense con- 
tracts but we are not aware that survey officials have given recognition to any 


It would appear to be only consistent with the views of other departments 


f the Government for the Department of Agriculture to recognize rapid deprec 


»- 


atior 


as an element of cost for determining grain storage rates and to restore the 1.4 
cents eliminated from average direct operational costs in the second set of tables 
released in February, 1960 To the extent that capacity has been extended on the 


basis of the incentive afforded by rapid depreciation, it may well be that in sub- 


sequent years with lower occupancy, per bushel storage sts may not de 





with lower depreciation charges in future years However, the warehouseman shoul 


ad 


not be placed in the position of risk on b 


INVESTIGATION OF GRAIN STORAGE OPERATIONS 523 


other conti 





It A criticism of the use of the survey costs as a basis for determining 


storage rates for the 1960 crop year is that the survey costs are applicable to 


assets the 1958 crop year. It is not customary in business to base 1960 price quota- 
son~ tions on 1958 costs but instead on a budget of estimated 1960 costs, giving effect 


tc anticipated changes, whether increases or decreases. For example, if an ade- 
quate repairs and maintenance program could not be carried out as a result of 


high occupancy in the 1958 crop year, provision for such delayed maintenance 


tments 

Sation should be recognized in storage rates for the 1960 crop year. It is of course 

1.4 public knowledge that since the end of the second world war, the trend of costs 

bles ’ has been upward. The February, 1960 Annual Review Number of the Survey of Current 
the Business, published by the Office of Business Economics of the U. S. Department of 
a Commerce, shows in Table 4 on page 10 that average annual earnings per full-tim 
one employees in all industries in the United States increased 10.9% in 1959 over 1957, 
hould a two-year period. On this basis, it is perhaps not umreasonable to assume that 


1960 crop year labor costs will exceed the survey (1958) crop year by about the 
Same percentage and that other out-of-pucket costs (excluding depreciation) will 
increase by about the same amount, since increased salary and labor costs of locai 
government will be reflected in real estate taxes, and similar increased costs of 
supplies of goods and services will be reflected, with a profit factor added, in 


higher costs for insurance, utilities, repairs and maintenance, contract services, 


58385 O—60 34 
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A major criticism of the use of the 1958 crop year survey costs for 
setting storage rates for the 1960 crop year is that the 1958 crop was the largest 
by a wide margin in the history of the United States and this was reflected in an 
overall 77.3% occupancy. The grain elevator industry is unlike the manufacturing 
industry which serves the public by selling a product Inst2ad it sells space and 
service and it is characterized by a gross plant and equipment investment cost 
which is perhaps three times its annual gross revenue whereas billings of manufac- 
turing concerns, due to several inventory turns, typically exceed gross plant and 
equipment investment costs by two or more times 

As a consequence of the foregoing, fixed costs in the grain elevator in- 
dustry are a high percentage of total costs and changes in average occupancy have 
a much greater effect on total per bushel direct operational costs than is ordi- 
narily recognized. This means that the grain warehouseman is in business for the 
"long pull" and in the absence of a guaranteed percentage of occupancy, must base 
his rates on a normal occupancy over a period of years, without regard to large 
crops and high percentage of occupancy in any one or two or three year period. 
Because of the high investment and consequent high fixed charges regardless of 
occupancy, there is a substantial risk factor not present in many other industries. 
At 50 per cent occupancy, for example, per bushel costs, while varying with capacity 
could increase by half as much again as at the 77.3% occupancy in the 1958 survey 
crop year, and at 33-1/3 per cent occupancy, as much as double the per bushel 
costs at 77.3% occupancy. 

Other risks not provided for in costs include quality and other guarantees 
which we understand cannot be insured against for any reasonable premiums. These 


could only be appraised in the light of a detailed study of the various restrictive 


terms under the proposed new agreement which is beyond the scope of this report. 
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Recapitulation of proposed adjustments (excluding return 
on investment) to reported survey direct operational costs 
for storing grain in country warehouses, for purposes of 








Q Q e e 
rest 
Per bushel 
an (cents ) 
Average reported direct operational cost excluding rapid 
ng depreciation and excluding indirect costs such as 
- quality deterioration, shrinkage and return on capital 
—_ investment, per United States Department of Agriculture 
tables released in February, 1960 8.7 
Additions: 
ic- Restoration of rapid depreciation factor eliminated in 
tables released in February, 1960 (see comments on 
ind page III-3) 1.4 
Provision for shrinkage and damage agreed to by Commodity 
Stabilization Service 1.0 
Provision for increased out-of-pocket costs and other 
in- , contingencies (see comments on page IV-1) 1.0 
Additional labor allocation factor (see comments on 
ave page II-3) 1.0 
Provision for margin of error in survey sample * 
& Provision for quality and other guarantees dependent on 
final negotiation of terms of Uniform Grain Storage 
+he Agreement * 
Provision for effect on costs of decrease in percentage 
ase of occupancy below 77.3% SY ge 
2 Pro-forma adjusted costs, excluding return on investment and 
items for which information not available, for purpose of 
developing proposed storage rate structure 13.1 
*Information not available for suggestion of proposed amount. 
ries. | 
pacity, 
vey ; 
antees 
ese 
ctive 
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Pro-forma per bushel country warehouse net storage income 
after giving effect to certain considerations enu- 
merated on page VI-l and pro-forma rate of return 

on approximate per bushel invested capital shown 

on pages VIII-1 and IX-l 


Country warehouse grain storage industry: 
Present average annual storage rate for grain stored 


full 365 days 16.5 cents 
Deduct pro-forma costs (including .5 cent interest 
paid on borrowed invested capital) after giving 
effect to certain considerations enumerated on 
page VI-1 hak 
Margin before income taxes 3.4 " 
dd interest paid on borrowed invested capital per 
USDA survey ae ae 


Margin before income taxes and before interest paid 

on borrowed invested capital 39 =" 
Provision for income taxes (computed at 45% rate effective 

for all U. S. manufacturing corporationsfor three years 

ended June 30, 1959 - see page X-1) a. 9 


Pro-forma net storage income (before deducting interest 
paid on borrowed invested capital) ei ® 





Pro-forma rate of return (including interest on borrowed 
invested capital) on approximate per bushel invested 
capital required for grain storage operations - based 
on estimated depreciated replacement cost (see page VIII-1) 4.2 


Pro-forma rate of return (including interest on borrowed 
invested capital) on approximate per bushel invested 
capital required for grain storage operations - based 
on estimated depreciated historical cost (see page IX-1) 5.3 
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Approximate per bushel invested capital required 
for grain storage operations - based on estimated 
depreciated replacement cost 


Per bushel 
(cents) 
Estimated depreciated replacement cost of investment in 
plant and equipment 
For all warehouse operations at 100% capacity (Page VIII-2 50 
For storing and handling grain for others at 100% capacity, 
based on 78.1% of total capacity available for storing 
grain for others 39 
For storing and handling grain for others at 77.3% capacity 
(occupancy disclosed by USDA survey) 50 
For storing grain for others at 77.3% capacity (excluding 
1/6 allocable to handling grain for others) 42 
Estimated working capital investment required for grain storage 
operations, based on uncollected grain storage revenue for 
six months (1/2 X 16.5¢ annual rate) _8 


Approximate per bushel invested capital required for grain 
storage operations - based on estimated depreciated 


replacement cost 50 
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Computation of approximate investment in commercial 
grain storage plant and equipment, based on estimated 


+ 


olacement cost, less depreciation, to July 1, 1959 


Approximate 


storage Estimated Estimated 
capacity all current Estimated undepreciated 
commercial replacement depreciation to replacement cost 
warehouses cost ly 1, 1959 at July 1, 1959 
(bushels)*  Amount* 2 Amount* 4% ‘Amount* 
At July 1, 1952 1,200,000 §$ 804,000 50 $ 402,000 50 $ 402,000 
Additions in years 
ended June 30: 
1953 66,000 44,220 32.5 14,370 67.5 29,850 
1954 495,000 331,650 27.5 91,150 72.5 240 , 500 
1955 99,000 66,330 22.5 14,920 77.5 51,410 
1956 396 ,000 265,320 17.5 46,430 82.5 218,890 
1957 330 , 000 221,000 12.5 27,620 87.5 193.380 
1958 660 , 000 442,200 7.5 33,160 92.5 409,040 
1959 390 , 000 261,300 2.5 6,530 97.5 254,770 
At July 1, 1959 3,636,000 $ 2,436,020 636,180 1,799,840 





*000 omitted Per bushel 


(cents ) 
Per bushel estimated undepreciated replacement cost at July 1, 1959 
of investment in plant and equipment used for all warehouse 
operations at 100% capacity ($1,799,840 + 3,636,000 bushels) 50 


Note: 


In the first column of the above tabulation, additions by years to total 
commercial storage capacity in the United States have been approximated from in- 
formation released in February, 1960 by the Grain Division of the Commodity 
Stabilization Service of the United States Department of Agriculture. It is in- 
teresting to note from the tabulation that approximately two-thirds of total com- 
mercial storage warehouse capacity at July 1, 1959 has been added in the most recent 
seven years. 


In the second column, estimated current replacement cost for all years has 
been computed at average per bushel cost of 67 cents representing average current 
replacement cost for all types of country elevators, as reported by an independent 
grain elevator engineering and construction firm, appropriately weighted for capac- 
ity and type of construction. 


In the third and fourth columns, per cent and amount of depreciation accrued 
to July 1, 1959 has beencomputed by individual year's additions to capacity on a 
twenty-year composite life straight-line basis, except that additions prior to 
July 1, 1952 have been estimated to be 50% depreciated. 


In the fifth and sixth columns, estimated undepreciated replacement cost at 
July 1, 1959 was determined by deducting estimated accrued depreciation to that 
date from estimated replacement cost at that date. 
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Approximate per bushel invested capital required 
for grain storage operations - based on estimated 


depreciated historical cost 
Per bushel 
(cents ) 
St euckie : stan w % . 
9 Estimated historical cost of investment in 
lant and equipment: 
© Pp quip 
For all warehouse operations at 100% capacity (Page IX-2) 41 
00 a 
For storing and handling grain for others at 100% capacity, 
based on 78.1% of total capacity available for storing 
50 grain for others 32 
BO For storing and handling grain for others at 77.3% capacity 
“ (occupancy dis¢losed by USDA survey) 4) 
0 = 
80 For storing grain for others at 77.3% capacity (excluding 
40 1/6 allocable to handling grain for others) 32 
"7 } 
‘ 
— Estimated working capital investment required for grain storage 
40 operations, based on uncollected grain storage revenue for 
. six months (1/2 X 16.5¢ annual rate) 8 
e ti 
) Approximate per bushel investment capital required for grain 
storage operations - based on estimated depreciated 
historical cost 40 
‘“ 
n- 
m- } 
ecent 
| 
as 
nt ? 
ent 
jpac= 
‘rue 
a 


, at 
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Computation of approximate investment in commercial 
grain storage plant and equipment, based on estimated 
histori cost, less depreciation, to July 1, 1959 





Approximate 
storage Estimated 


capacity all Estimated Estimated undepreciated 
commercial historical depreciation to historical cost 
warehouses cost ] L, 1959 





(bushels )* Amount* 2 Amount 2 Amount* 


At July 1, 1952 1,200,000 §$ 385,200 50 $192,600 50 192,600 
Additions in years 
ended June 30: 


1953 66 , 000 34,900 32.5 11,340 67.5 23, 560 
1954 495,000 274,700 27.5 75,540 72.5 99.160 
1955 99,000 57,600 22.5 12,960 77.5 44,640 
1956 396 » 000 242,000 17.5 2,35 2.5 199,650 
1957 3 0,000 210,900 12.5 26,360 87.5 184, 54¢ 
1958 660 , 000 442,200 7.5 33,160 92.5 409 , 04( 
1959 390, 000 261, 300 2.5 6,530 97.5 254,770 





on 
Te) 


} 


3 3, 636 5 | » 000 $ i, 908, 800 400 , 840 $ 1,507, , 960 


At July 1, 19 
3 


oF 


Per bushel ReeaaENeS jlepreciated historical c at July 1, 1959 Per bushel 
of investment in plant and equipment used fc rail warehouse (cents) 
2 pA ee 


operations at t 100% capacity ($1,507,960 + 3,636,000 bushels) 
*O00 omitted 7” 











tior ars to tot 
appr i fr nformat 
7Omm tab tior 
It y r + + not 
Lu re nt even y I 
In the second column, estimated current replac sost determine n tl 
basis described onPage VIlI-fwas converted to estimated historical st for year 
onstruction by use of the Engineering News Record Construction Index (1947 C 
as follows: ses 
6/¢é current 
replacement 
cost converted 
to estimated 
Index historical cost 


Actual converted t Per bushel 


\ 


cents) 

Additions to July 1, 1952 32.1 §$ 
1953 52.9 
1954 55.5 
1955 58.2 





Oo 
on 
“ 

> 
O & 
» 
on 
» 
>a 
O 





we pry * of 1932 and 1952 indexes 


##* Used 1958 index, since 1959 index not available 
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Note, Continued: 


In the third and fourth columns, per cent and amount of depreciation 
to July 1, 1959 has been computed on the basis described in the third paragraph 
the Note on Page VIII-2. 








- ; , hict . 
In the fifth and sixth c un hist al st at 
l July 1, 1959 was determined by deduc reciation to that 


jate from estimated historial cost at that date 








ion 
not 
ware- 
the 








2 
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Rate of profit after taxes on stocknolders' equity in all 
U. S. manufacturing corporations, net profits after taxes 
per $100 of capital accounts of all insured banks in the 
United States and annual rate of return on fair value for 





it after taxes (effect ive rate 
approximately 45%) on stockholders' equity in 
i rporations, except newspapers, in 





For the four quarters ended June 30, 1959 10.55% 
For the twelve " ns June 30, 1959 10.35% 


The foregoing information is based on Quarterly Financial Reports for 
manufact uring corporations prepared jointly by Division of Financial 
i I Trade Commission and the Section of Economic 

and nge Commission, published by the 
J and sold by the Superintendent of Documents 

-ial Report issued September, 1959 states that it is 
I 6,755 manufacturing corporations with assets under 
5,000,000 and 2,845 manufacturing corporationswith assets over $5,000,000, 
total sample of 9,600 corporations which would be about 7-1/4% in numbe 
active manufacturing corporations filing income tax returns during the 
fiscal year ended June 30, 1957, the latest year for which the Interna] 
Revenue Service has published such information 


43 
He 
Une 











2. Net profits after income taxes (effective rate 41.5%) per 
$100 f total capital acc » for insured commercia 
banks in the United States: 


For the calendar year 1955 7.90% 
1956 7.82% 
] 3. 30% 
9.60% 


Average 8.40% 


£ 
n 
© @ 


The foregoing information is set forth on page 198 of the Annual Report 
of the Federal Deposit Insurance Corporation for the year ended December 31, 
1958 which states that sources of data consist of annual reports filed with 
the Office of the Comptroller of the Currency, Board of Governors of 





the vedere. Reserve System or the Federal Ir ance Corporation. 
More than 95 per cent of all banks in the were participating 
in Federal iepos _ins\ irance at the end of 1958 and deposits in the 13,365 


it su 

insured banks totaled $242 billion. 

3. Annual return after taxes allowed in public utility rate 
cases - based on decisions by commissioners in 1958 and 
part of 1959: 


) 5.91% 
) 6.22% 
) 5.68% 
cases) 6.07% 
as published on page 38 of the publication 


ilities Fortnightly" da January 7, 


1958 Fair value rate base ( 
Other rate bases ( 

1959 Fair value rate base ( 
w 


Oo 
Q 
© 
is) 
® 


wor 
wn ¢ 
Q 
@ 
a 
o 
w 


Other rate bases 
The foregoing information 
"Public Ut 





ao 
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Recapitulation of proposed adjustments (excluding return on 
investment, except for 0.1 cent interest paid on borrowed 
investment capital) to reported survey direct operational 
costs of handling grain through warehouses for others in 
country warehouses, for purposes of developing proposed 


handling rate structure 


Per bushel 
(cents) 


Average reported direct operational cost excluding rapid 
depreciation and excluding indirect costs such as 
quality deterioration, shrinkage and return on capital 
investment (except for 0.1 cent interest paid on bor- 
rowed investment capital) per United States Departmen 
of Agriculture tables released in February 1960 4.5 


Additions: 

Restoration of rapid depreciation factor eliminated in 

tables released in February 1960 0.2 
Provision for increased out-of-pocket costs and other 

contingencies 0.4 
Provision for margin of error in survey sample * 
Provision for quality and other guarantees dependent 

on final negotiation of terms of Uniform Grain 

Storage Agreement * 
Provision for effect on costs of decrease in percentage 

of occupancy below 77.3% # 
Provision for shrinkage and damage * 


“yg 


ro-forma adjusted costs, excluding return on investment 
(except for 0.1 cent interest paid on borrowed invest- 
ment capital) and items for which information not avail- 
able, for purpose of developing proposed storage rate 
structure 


on 
we 


*Information not available for suggestion of proposed amount. 
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GRAIN & FEED DEALERS NATIONAL ASSOCIATION 


GRAIN DEALERS MUTUAL INSURANCE COMPANY 
Western Department 
1905 Harney Street 
Omeha 2, Nebraska 


March 2, 1960 


Mr. John M. Hayes, Vice-President 
Transport Indemnity Company 

OO South Pulaski Road 
icago 32, Illinois 


he Underwriters Committee reviewed the question of providing coverage 


which would indemnify a warehouseman for deterioration in quality of 
stored grain, for the loss in grain handling, and for seizure of con- 
taminated grain by the Pure Food and Drugs Authorities. 


It was the consensus of the Committee that no rate could be sufficiently 
high to cover these hazards at a profit to the insurance carrier. That 
is, when I speak about a rate being high enough, it would be a rate which 
would be acceptable to the insuring public. 


The Committee decided unanimously that the providing of coverage against 
deterioration in quality was also an almost impossibility. 


The upshot of the whole meeting was that the Committee declined to 
recommend that these types of coverage be written. 


One of the member companies represented on the Committee has had a 
very unsatisfactory experience on what was thought to be quality 
business on one of the phases of the coverage, that is, seizure of 
contaminated grain. 


Yours very truly, 


/s/ R. N. Coffey 
issistant Western Manager 


n 


EXHIBIT C - 2 
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GRAIN & FEED DEALERS NATIONAL ASSOCIATION 


TRANSPORT INDEMNITY COMPANY 
Midwestern Home Office 
5300 South Pulaski Road 

Chicago 32, Illinois 


March 6, 1960 


Mr. Al Laybourn 
Simpson, Laybourn, Miller & Stark 






Re: Proposal Submitted to Grair lers Mutual 
Insurance C on Deter of Quality 
of Stored Grains, et al 


Vv . et 1 77 c T Avie 2 ureKiy ho R > ‘ OE ay 1A "i ly 
You will recall that I advised you that Bob Coffey would present our 
n 


d 
proposal to the Underwriting Committee for the Grain Association. 


I enclose herewith his reply of March end 
is the consensus of opinion of the committ 
sufficiently high to cover these hazards a 
carrier. It is to be realized, of course 
rate which would be absolutely prohib V 
inherent in the warehousing of grain. he risks that you and your 
ssociates in the industry are assuming are considered to be extremely 
dangerous and the Grain Dealers Mutual and their associates who are the 
acknowledged experts in grain insurance, have declined to assume the risk. 


and you will observe that it 
ee, that no rate could be 
t a profit to the insurance 

, that one could promulgate a 
itive, to accept these real perils 


oO 


= 


The alternative market which we have explored is that of Lloyds of London. 


ct Hy 


The reaction was that they would not care to consider this matter on the 


@® @ 


basis of a direct placement and they have advised us that our only probable 
chance of making a placement in the London market was on the basis of a 
re-insurance contract ar knowledged expert in the field of this 
insurance in the United States. The acknowledged experts have declined 
and, therefore, the p abili 2 


-insurance in the London 
market are remote. 


© 
Q 


° 


We sincerely regret our inability to be of any assistance to you. 


TRANSPORT INDEMNITY COMPANY 


Tah M Wav Vi Pp + Aon? 
/s/ John M. Hayes, Vice President 


Sales and Service 


8 
© 
n 


EXHIBIT C - 3 
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GRAIN & FEED DEALERS NATIONAL ASSOCIATION 


TRANSPORT INDEMNITY COMPANY 
Midwestern Home Office 
5300 South Pulaski Road 

Chicago 32, Illinois 


February 16, 1960 


Mr. Bob Coffey 

Grain Dealers Mutual Insurance Co. 
1905 Harney Street 

Omaha 2, Nebraske 


Re; oe of Grain for Commodity Credit Corp. 
under Uniform Grain Storage Agreement 


Dear Bob: 


Pursuant to our conversation of this morning, I wish to confirm that 
there is interest in the grain storage industry in the establishment 

of a market for certain perils and hazards imposed upon the grain storage 
industry by the Uniform Grain Storage Agreement. 


This matter has been discussed with Mr. Al Laybourn of Simpson, Laybourn, 
Miller & Stark in particular and it is apparent that the industry is 
interested in receiving quotations for an insurance policy to indemnify 
the warehouseman against the risks of 1, Deterioration in Quality, while 


in storage, 2, Seizure by Pure Food & Drug Administration on any grain 
while in storage or when loaded out of storage if found to be actionable 


under the Federal Drug, Food and Cosmetic Act, 3, Loss of grain in handling 


in excess of 1/8th of 1%. 


We have discussed each of the perils set forth above and the nature of the 
foreseeable exposure. 


It is to be realized that should a market be established that each risk 
would have to be underwritten on an individual basis with due credence 
being given to A, the integrity of the operator, B, the facilities of 


the operator, and C, the demonstrated operating procedures of the operator. 


I understand that you folks will be having a meeting in Chicago next week 
and thet you will present this problem to your associates with the view 

of establishing a market if at all possible. It might well be that you 
will require a participation by the assured, or alternatively a stipulated 


deductible with relation to the number of bushels stored with a Sareiaspeny 


agreement in excess of the deductible. 


EXHIBIT C - 1 
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Mr. Bob Coffey 

j Grain Dealers Mutual Insurance Co. 
Page 2 

' February 16, 19600 


Al Laybourn is vitally interested in the establishment of the market, not 

only for his own firm, but for the industry as well. Im discussing this 

matter with Al this morning, he advises me that he would be receptive to 

an invitation to discuss this matter personally with your people in Chicago 
during your meeting. If this is feasible, would you kindly arrange to 
invite Al to this meeting at the appropriate time and contact him at Salina 
advising him as to the time and place. 


If there is anything further, Bob, that I can do in the preliminary dis- 
cussion of this proposed program, please telephone me. 


Kindest personel regards. 
Yours very truly, 


TRANSPORT INDEMNITY COMPANY 


/s/ John M. Hayes, Vice President 
Sales and Service 


JMH/mas 


5 
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GRAIN & FEED DEALERS NATIONAL ASSOCIATION 








to 
Let us examine risk on an arithmetic basis. There follows an example using Uni 
' 

days income based on the 19560 Uniform Grain Storage Agreement covering wheat me 
which will expire June 30, 1960: In 
asi 

Storage income per bushel .168¢ per bu. wheat 

Lost of storage per USDA study average .O87¢ per bu. 

i or 
a> T s ' 
Adjustments per Peat, Marwick, 

Mitchell & Co. report: 51 
Labor -Ol ¢ per bu. 
Depreciation .O14 ; , val 
Inflation ¥: : 
Shri .O FO 
131¢ 
} ov 
Net profit before ttaxes .037¢ 
Less interest @ 6% on investment of 
+O¢g per bu. including working capital oud cS) 
Net profit before taxes to cover risk .013¢ $7 
——— 
Net profit per $1 of liability on $2.00 per bu. wheat 65/100ths of 1l¢ 


~— 
5 Oo 


EXHIBIT D 
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ron GRAIN & FEED DEALERS NATIONAL ASSOCIATION 


A warehouseman is expected to qualify as a Public Grain Warehouseman under 
State statute, Federal law, or Common law provisions. A warehouse bond is required 
to indemnify depositors as protection against default on the part of the warehouseman. 
Underwriting requirements are based on the strength of the principal's financial state- 
ment with particular emphasis on the ratio of current assets to current liabilities. 
In several states licensing agencies require that the balance sheet show net current 


assets equal to 10¢ per bushel based on warehouse capacity, (viz., 100,000 bushels, 


heat 
$10,000; 3,000,000 bushels, $300,000). Rates used by many surety companies is based 
| on a formule of $4 per $1,000 for the first $10,000 of bond penalty, $2 for the next 


$15,000, and $1 for each additional $1,000 of bond required. Bond requirements may 


vary in Kansas, for example, from 20¢ per bushel to 40¢ per bushel of capacity up to 


| $200,000 of bond penalty, and about 2¢ per bushel is required for warehouse capacity 


over those bushels of capacity on which the $200,000 of bond is required. Thus on a 
warehouse of 1,000,000 bushels capacity, the bond requirement in Kansas would be 
calculated at 30¢ per bushel for the first 666,666.66 bushels or $200,000, costing 
$70 for the first $25,000 of bond penalty and $175 for the next $175,000 of bond 


pi 


penalty, then on the remainder, or 333,333.34 bushels, at 2¢ per bushel, or $6,666.66 


nee 


of bond penalty for a premium cost of $7, or a total premium cost of $252. There 


follow excerpts from a recent letter written by Mr. Murl V. Richmond of the bond 
underwriting firm of Richmond, Glover and Barbee, Salina, Kansas: 
"When it became necessary to increase storage facilities in order to adequately 
care for the rapidly expanding surplus of wheat, many, if not most, of the elevator 
} operators constructed additional warehouse space which often doubled, tripled or even 
many times were much greater in capacity of bushels previously provided. As the 
t 
value of grain increased, naturally the amount of bond required by the authorities 
was increased and often this increase was in greater proportion than the number of 
bushels as the storage facility in many cases was of the detached or flat variety. 


) EXHIBIT E 
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‘Often the building of these additional facilities reflected adversely in the 


financial picture of the elevator operator. His current assets were depleted by th 


ct 
va 


ruction and his current liabilities increased by a fixed 


essary expenses of cons 
schedule of payments to provide for the necessary financing of this building. From 
an underwriting standpoint, this additional bond requirement increased the hazard of 
providing such coverage as the large increase in penalty was all at the low bond rate 
which resulted in e much larger bond for a principal with a less attractive financial 
statement. 

"Excellence in the operation of the majority of the elevator operators and 
their willingness to allow their storage charges to remain in their business operation 
have just now started to improve the financial condition generally. A reduction in 
the current storage rate would adversely affect the situation and would again place 
the bonding picture on a most unfavorable basis. The reinsurance market for the 
surety company is difficult due to the extremely low rate for the large part of any 
bond which makes it necessary that a strong financial statement must be required 
from each individual operator if the surety companies are to regard favorably the 
continued writing of warehouse bonds. The field is quite limited at best for this 
coverage as many of the leading surety companies are not willing to accept the 
liability in view of the low premium charged. A reversal in the financial picture 
of the average warehouse operator could prove to be a most serious problem in the 
future warehouse bond market." (End of quotation) 

We also quote in part from a letter written by Mr. Speed Warner, Vice- 
President of R. B. Jones & Sons, Inc., 301 West llth Street, Kansas City, Missouri, 

@ large underwriter of insurance as well as indemnity and surety bonds: 


"There are a good many factors that enter into the underwriting of Ware- 


EXHIBIT E 
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house Bonds for storage grain companies, and tne problem of capacity has been a 
rather serious one in many instances. 

“Among the qualifications from an underwriting viewpoint, one of the most 
important, of course, is the financial stability of any grain company being licensed 
to store federally owned grain, or other grain for that matter, and to see a financial 
statement that reflects adequate working capital and also the profit and loss state- 
ment that would indicate a profitable operetion. Regardless of the apparent adequacy 
of working capital and risk capital in the grain storage company, there must be finan- 
cial reports that would indicate a reasonable profit, or should I say a healthy and 
profitable operation. The underwriters are very much inclined to be very conservative 
if there indicates a decreasing net income situation, as this can eventually dissipate 
zood sound assets if the operation produces either a small margin of profit or a red 
figure. This is just basic in the underwriting of any kind of suretyship, as it is 
also basic in the consideration of banks in extending credit. 

"I would like to point out that the grain industry enjoys a very favorable 
rate on Warehouse Bonds, particularly as compared with those that were available 20 
or 25 years ago. The Warehouse Bond rates enjoyed today by the grain storage industry 
are about 15% of those rates charged 25 years ago. There is, consequently very little 
margin of error in the underwriting of this business, and consequently the companies 
should be, and I believe are for the most part, very meticulous in analyzing the 
financial structure and the results of the operations of any given grain company that 
may be submitted for consideration. As you know, there have been some Warehouse Bond 
osses in the past ten years, and it doesn't take very many losses to eat up the 


annual volume of premium collected by the surety industry on sll Warehouse Bonds. 


EXHIBIT E 
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"You and others in the 
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OPERATIONS 


OF GRAIN 


STORAGE 


grain storage business are in a better position to 


‘ 
analyze the effect of any given decrease in revenue, or the net results of operations. 

( 
As a matter of fact, we in the underwriting of this business would certainly want to 
see a very careful analysis of the effect of any reduction in revenue in order that our 


surety compenies will be able 


to determine what their finan 


resulting from a du 


re 


c 


to project the financial situation of any given company 


‘ial position might appear to be a year or two hence, 
' 
gross revenue." (End of quotation) 


ane nf 
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FACILITIES UNDER THE UNIFORM GRAIN STORAGE AGREEMENT 


source United Stetes Department of Agriculture 
‘ompiled by Grein and Feed Deslers Netional Association 5-2-6¢ 


Range of Capacity Number of Totel Capecity Ave. size of Percent of Percent of 
within the Group Facilities Facilities Total Facilities Total Space 
__ (Bushels) _ ____(Bushels) (Bushels) 





115, 
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PURCHASING POWER OF 





(1947-49 =) 


Oo 
Go 
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Chart Il 
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gO 
ill 


940 45 30 55 56 57 (58 oo bo) 38d 


Chart Ill 91% INCREASE INCREASE 
, 
CHART OF GRAIN & FEED DEALERS NATIONAL ASSOCIATION 
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CALCULATED STORAGE RETURNS TO OHIO COUNTRY WAREHOUSEMEN 
BASED ON COSTS FOR A 68.5% OCCUPANCY USING DATA OF 
27 COUNTRY ELEVATORS (1959-60) 




























































| Direct Indirect Total Calculated Yearly Return 
Flev Storage Storage on Proposed | Gein Occupancy % 
No. Costs 2/ Costs Contract 4 (L in 
= er bu) 9 
, : 1 (6.9) 72.5 
2 15 13.5 (7.4) 73.3 
3 14.5 13 (6.0) 70.9 
* 12. (3-9) 8 
5 29. 3 (20.9) et 
t 9 ] 185.4 (4.9) 7 4 
7 17-7 (4.2) 84.9 
8 24.6 (11.1) 62.6 
a 11.4 0 16.4 (2.9) 69.9 
10 10.7 sco 15.7 (2.2) 64.9 
ll 14.2 5.0 19.2 | 13.5 (5.7) 70.6 
12 18.2 5.0 23.2 | 13 (9.7) 38.1 
13 14.2 5 0 19.2 13.5 (5.7) 70.7 
14 14.0 5.0 19.0 | 13.5 (3-3) 68.2 
15 403 5.0 22.3 13 8.8) 34.9 
16 | 8.9 5.0 13.9 (0.4) 90.8 
! 17 7.9 5.0 12.9 6 81.6 
18 10.6 5.0 15.6 (2.1) 72.6 
19 22.9 0 27.9 (14.4) 65.8 
| 20 9.2 5.0 14.2 ( 7) 92.1 
21 11.9 | 5.0 16.9 (3.4) 61.7 
22 22.3 | 5.0 27.3 (13.8) 50.1 
23 4 5.0 28.7 (15.2) 23.7 
j 2k 10.2 5.0 15.2 (.7) 83.7 
25 17.4 | 5.0 22.4 (8.9) TT .0 
| 26 17.8 5.0 22.8 (9.3) 68.3 
27 15.0 9 20.0 (6.5 52.6 







Weighted 
Average 12 .5¢ 5. 
Per Bu. 


L Sample represents 27% of CCC Approved Ohio Country Warehouses - 32.1% of total 
approved space as of November 30, 1959. (8,060,565 bu. Capacity (for others) ) 


uw 


y by Dr. John Sharp, Ohio Agricultural 


8 d March 30 at "Town Hall" Meeting 
ators. (Does not include shrinkage, quality 
Investment. Data excludes rapid depreciation 


$< 
o 
i) 
a 
o 


This Direct Cost Data taken from stu 

Experiment Station -- Unpubli 

| at Kansas City before U.S.D.A. Negot 
deterioration, and return on Capital 
effects. 


3 This Indirect cost made up as follows: 1.5¢ for shrinkage; .75¢ for deterioration; 
and 2.75¢ for return on Inves 





Based on 365 day storage of the grain by the warehouseman. 
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CHART VII 
EXHIBIT B 
CHART OF GRAIN & FEED DEALERS NATIONAL ASSOCIATION 
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CALCULATED HANDLING RETURNS TO OHIO COUNTRY WAREHOUSES 
BASED ON DATA OF 27 COUNTRY ELEVATORS -- (1959-60) 1/ 


















Total Calculated Gain or (Loss) 


Handling 


Direct 
Operational 
Costs 2/ 
per bu 


Average Return 
Under Proposed 


SA 4/ 


per bu 





Indirect 
Costs 3/ 
(¢ per bu 


tor 
r 











































7.5 5.25 (3.0) 
8.2 5.25 {3-2} 
12.4 5.25 7.9 
8.3 5.25 (3.8) 
5.0 5. 5.25 ( .5) 
4.0 of 4.75 5.25 5 
19.8 75 20.55 5.25 (25-3) 
14.3 75 15.05 5 25 (9.8 
2.4 75 3.15 5.25 8. 
6.4 75 7-15 5.25 (1.9) 
6.2 75 6.95 5.25 (1.7) 
Ts 75 7.85 5.25 (2.6) 
4.3 75 5.05 5.25 a 
13.9 75 14.65 5.25 (9.4) 
5.1 75 5 .85 5.25 ( .6) 
10.9 ot lis 5.25 (6.4) 
6.5 75 7 5.25 a 
4.6 75 5.25 ok 
19.0 -75 5.25 (14.5) 
8.6 75 5.25 (4.1) 
4.2 of 5.25 3 
8.6 75 : 5.25 (ea 
18.8 75 19.55 5.25 (14.3 
8.2 75 8.95 5.25 (3.7) 
10.2 -75 10.95 5.25 (5.7) 
7.0 -75 7.75 5.25 (2.5) 
15.2 75 15.95 5.25 (10.7) 










ge 9.13¢ | .15¢ 


Sample represents 27% of CCC Approved Country Warehouses in Ohio as of November 
30, 1959. 


This direct cost Data taken from Study by Dr. John Sharp, Ohio Agricultural 
Experiment Station -- Unpublished Data revealed March 30 at “Town Hall” Meeting 
at Kansas City before USDA Negotiators. 


This Indirect Cost made up of .75¢ to reflect return on investment of handling 
equipment. 


April 28th UGSA Proposal was 5¢ for corn, 5.75¢ for wheat and soybeans, and 
3.50¢ for oats -- Truck receiving and loadout * 5.25¢ calculated average handling 
return per bushel of graia. 


CHART VIII 


CHART OF GRAIN & FEED DEALERS NATIONAL EXHIBIT B 
ASSOCIATION 
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May 10, 1960 
Carreliten, Texas 


Mr. Al Laybourn 

National Grain « Feed Dealers Ass'n. 
OO Folger Bldg. 

Washington, D. C. 


Dear Al: 


In connection with our conversation last week, I am going 
to attempt to give you our reaction to this new contract 
and rates as they affect us here in the Southwest and the 
old South. 


As you know, I said in Kansas City that if these rates and 
terms were put into effect it would break 25% of the ware- 
housemen in this area. I was serious in that statement. 

The hardest hit warehousemen are those little country houses 
who deal directly with the farmers and who handle from 
75,000 to 200,000 bushels of grain per year in average pro- 
duction years. These fellows are the backbone of the farm 
program as far as the farmers are concerned. They are the 
people who first handle the newly harvested crops. 


In regard to the old, established area differentials, we 
are certain that these are justified for several reasons; 
the most important of which is the problem of fumigation 
for which we allow .0l¢g per bu. per year, and the matter 
of drying and conditioning which also ultimately involves 
quality deterioration. We have many years in the South- 
west when the keeping quality of our grain makes it almost 
impossible to store for any length of time. Yet, when the 
grain is delivered to us it will grade to loan standards 
and therefore must be accepted for the loan. 


As a result of the final edict of the USDA, we have had 
twelve country houses offered to us for sale in the past 
four days. I believe that this is only the beginning, 

My thinking is that many will be forced to sell or close 
down as a result of this drastic measure on the part of 
the CCC. I am told that many bankers over this oountry 
are taking a new look at their warehouse company loans 
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and that some of them are going to have to secure new 
capital or pledge some of their other assets to keep the 
loans from being called. 


With our storage rate down .0365 per bu. annually and our 
handling rate down .0225 per bu., some 1,200 of the approx= 
imately 1,500 warehousemen in this area are faced with a 

very serious financial problem. They may be able to make 

it through this coming contract year, but it is my considered 
opinion that, unless we are able to negotiate better rates 
for them for the ensuing years, we are sure going to see 

a lot of new faces and miss a lot of old faces in this in- 
dustry as far as the Dallas commodity area is concerned. 


Hoping this will be of some value to you, I am, 
Sincerely 


VAP? hha) 


W. He Blanton 
Blanton Grain Company 


»> Or 
Sa rye 
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May 11, 1960 
Gilman, Tllineis 


Mr. L. A. Laybourn 

Country Elevator Committee 

Grain & Feed Dealers National Association 
400-403 Folger Building 

Washington, D.C. 


r 


Vear 


ae. 


r. Laybourn; 


Cn behalf of the officers 


directors, and members of our 
Association I want to register a protest at the way the ne- 
rotiations of the Uniform Grain Storaze Atreement have been 


conducted. 


Little is to be gained by reciting the nistory of the negotia- 
tions in years gone by. However, I cannot refrain from com- 
nentine that the necotiations for t arently 
have been marred by an invisible but ever present cloud of 
oressure that was ominous. The very title of the document 
inder question sugzests that it i 

leliberations come to a close with the final dottine of the i's 
and the crossing of the t's, I suscest that it might better 

Ye called the Uniform Grain Storaze Disacreement. 


he '60 contract a 









an acreen ent. As these 


It ig apparent that the necotiators on the part of covernment 
have little realization of the practicability of business op- 


rations as they pertain to the country elevator. If the of- 
fictals that are hired by the federal zovernnent to write the 
contract he storate 


Pe 
are not conversant with operations and tl 
of crain, and if they be further hindered by forces that are 

ostering their own political future, it bodes for a year of 
nfri endly relationship between Comm Sd ity sredit Corporation 
nd the crain trade. This is not zood. 





Probably the ea controversi al part of the contract has been 
the rates All we read ahout in the press is the astronomical 
our.t of the storace bill for the safe keeping of acricultural 
stocks. Of course it is a tremendous amount of money = but 
that money is payine for a lot of economical storave. Let us 
ot forcet that every bushel of that ecrain fs insured and the 
perator of the warehouse is bonded to perform the several 
ities required of him. When called upon to deliver th rain 
is entrusted with, he delivers a like amount or pays the 


5S385 O60 36 
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Dividing back over a three year period leaves a return of 13.68¢. 
We still have allowed nothing for insurance expense or risk in 
case the crain had gone out of condition. 


#5 yellow corn sold on yesterday's market at “1.14. Sample crade 
was some lower. If there had been one car of 2000 bushel of that 
shipment that had been out of condition and the car had sold for 
O5¢ less than #2, the results of the storaze would have shown a 
loss, based on the 13.1 storaze cost. 


The point I wish to emphasize 4s this: the zrain trade did not 
ask for this storave. It was thrust upon us by an acricultural 
procram that was inherited by the present officials - and all 


efforts to change it have met with political opposition. The 
painful facts of history reveal that the crain trade was told to 
either "build the storace or else". And the "else" was that 


government would build its own storace and take the business away 
from the trade 


The 13.5¢ is not enouch money if all factors are considered for 
adequate and fair remuneration for storace of a perisha le pro- 
duct. Since there is a question as to the adequacy and the 
correctness of cost firures thus far developed, and since the 
political area is so volitale in 1960, we urse the use of the 
present arreement and rates for another 12 months thereby siving 
an opportunity to properly assess values and risks. Then in 
1961, I am sure that doth parties can arrive at a mutual contract 
that can atain be called a train Stora-e Actreement. 


bea ee, submitted 
A Mr on/ 


S. Herron 
retery- Treasurer 
TNhlineis Grain Dealers' Asseciation 


’ 
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May 10, 1960 
Des Meines, Iowa 


Mr. Al Laybourn 

c/o Grain & Feed Dealers National Assn, 
400 Folger Building 

Washington 5, D. C. 


Dear Al: 


The following is a recap of what this Association feels would be detrimental 
to the warehousemen of Iowa if the new proposed contract language is placed 
into effect: 


All reference to section changes will be to the old contract section number- 
ing system. 


Section 6: Basis on which grain is stored or handled: - The present wording 
of this Section seems to be workable to us in the State of lowa except possibly 


we wonder if the dropping of any reference to non-storable grain would reflect 
in anyway upon the warehouseman's heretofore established right to reject any | 
grain that in his determination was non-storable. We don't know what complica- 
tions the ph&se "prior to the time the grain is accepted" will have in the sit- 
uation where grain is accepted for storage. There could well be just situation 
where complications could arrive after grain was placed in the house. This 
would be immediately after accepting the grain but the possibility still exists, 
} 
Section 7: Obligation to maintain stocks in warehouse: - This is the Section 
that has been particularly irritating to the Iowa warehousemen who operates 
under one of the best state warehousing codes in the country. CCC has elected 
to place in writing its heretofore strong-armed methods of going completely into 
a warehouseman's business over, above and beyond warehouse receipt obligations, 
In Iowa grain banking at the local elevator level is expanding tremenouslLy. 
We feel that the new wording of this Section is directed obsolutely to our grain 
bank operations. This Association cannot understand why Commodtty Credit 
Corporation's warehouse receipts should be any more sacred or actionable than 
anyone elses, 
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This one section is one of the primary causes of dissension in the grain 
trade in Iowa. The implications embodied here cannot be exaggerated when 


applied to the "government in business" philosophy that seems to be rampant 
at this time. 


Section 8. Determination of inbound weights and grades: - This Section is 
tied inseparately to the new proposal made by CCC on old Section 1l(h). We 
understand Commodity Credit Corporation has, in its latest proposal agreed 

to share the shrinkage loss equally with the shipper. We also understand, 

of course, that this privilege extends still, only to the terminal warehouse- 
men. As was placed in the record at Kansas City by this Association, the 
warehouse receipt issued by a local shipper is held actionable under all 
circumstances to the local warehouseman except in the one case where it could 
be applied as a benefit to his own contract. 


The exclusion of this right of recognition of a warehouse receipt issued by 
a local elevator man is an inexcusable obscenity and insult to the local 
grain trade. 


Section 10. Responsibility for condition of grain: - Our objections to this 
Section are probably no more specific than those in any other state in the 
country. The questions of breakage and rejection as applies to this complete 
section have repercussions, especially in the question of rejection and 
application of the P & D accounts in Section 11 and 13 to be discussed later. 


Section 11: Loadout Requirements:- Again the whole question of rejection 

and its complications are focused upon the "fairly representative" section 

of this particular section. I am referring to old Section ll(c). We don't 

know what the advisability would be in determining a set "fatrly representative" 
rule for corn. But to say that the workings of the old contract were adequate 
for the Iowa warehousemen. 


In discussing old Section 11(h) we cannot streestoo strongly our feeling to 
Commodity's position of ignoring warehouse receipt grades placed on lots of 
grain by the local warehouseman. 


Corn is the most important commodity that comes under this section because of 
the practice of drying corn and handling it. This year the problem of dried 


corn and its handling will be very important. The breakage factor in corn is 
increased tenfold when handling dried corn. 


Although the latest proposal on the Pure Food and Drug Section is much better 
than the original, the fact is still apparent that the burden of proof is 
still on the warehouseman. In fact, this of course, is carried throughout 

the contract with the warehouseman having to prove his right against all 
accepted principles of legal procedure where a man has to be proved wrong 
before he is judged guilty. With the present Pure Food and Drug situation 

the way it is, the relaxed proposal as submitted by Commodity still will leave 
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problems of indeniable proof that will come lack on the warehouseman. Thoughts 
are already being raised as to some types of corn fumigants and the residue 
they leave as being above tolerance. This isespecially compounded when grain 
is kept in storage 5, 6 and even 7 and 8 years as it is in Iowa. 


Section 13: Settlement for loadout:- We are happy to hear that the old 
language as embodied in Section 13(c)(i) as effect the premium discount will 
be reinstated. 


However, this whole section and the question of reject is one that the corn 
shipper cannot live with. The whole question of rejection is pinpointed here. 
To deny any shipper the right to collect on his premium discount count is 
sheer robbery. Corn is especially subject in the case of foreign material 
and breakage to being off grade in the terminal market when compared to the 
original warehouse receipt that was accepted by the warehouseman. We feel 
that CCC will become very strict on the question of rejection and especially 
so since we have relaxed their original P & D proposal back to the terms 

of the old agreement. Not only will the shipper be unable to collect legal 
and earned premfums on rejected grain, but he is certainly being penalized 
further when he is refused any compensation on breakage. 


Section 17; Period for which schedule of rates apply:- The main concern 
raised here for the Iowa corn shipper and bean shipper is that to exclude 


only flaxseed from the net quantity basis of computation of tates is leaving 
soybeans wide open for any new interpretation involving ''net" quantities. 

We have long felt that soybeans would be the next target as far as determining 
net and gross computations. 


As a matter of fact, express language should be placed in the agreement 
that the warehouseman should be paid for the gross amount of any grains 
accepted by him and more importantly accepted by commodity as being stored 
in his warehouse. 


Section 20: Bonds, records, inspections, and reports: - Our objection is 
universal on this and is in accord with thoughts of the entire grain trade. 


The daily business habits of the prudent elevator man simply do not include 
the time or necessitate for additional burden of going into total quantity 

of each kind and class of grain received and loaded out. Keeping a long 

and short simply on volume by each commodity would not be an unworkable thing. 
However, we feel that even in terminal operations where grain is binned and 
there is plenty of room for doing so, that the knowledge of each kind and 
class of grain in each bin is actually an educated guess, The complications 
at the local level are that bin space is usually at a premium as regards to 
different classes of one grain. The local elevator man does his best to keep 
different lots of grains segregated but in the case of corn, oats, beans that 
are very close on grade factors, they are usually commingled and this is 
usually by necessity. Actually this is directed toward warehouseman's free 
grain of the quantity and class that will coincide with his warehouse receipt 
obligations, both CCC and private. So, unless CCC probes or runs the entire 
house each time they make an inspection, this type of record keeping will 
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apply only to the warehouseman's own business, his free grain in and 
out. It is dammed well ridiculous, 


Section 22: Determination-default: - This is something we feel should 
be impressed very much upon the Senatorial Committee. Even in civil 
contracts court action and arbitration is necessary to determine default 
and to invalidate the contract between two parties. We wish that the 
Committee could be impressed by the fact that it is not - we repeat - 
this is not a contract. Any discretional rights of ratification, sus- 
pension, or what have you, invalidates any reference to a mutually 
beneficial "contract'. 


Section 25; Administration: - The many problems presented by the new 
proposal by Commodity on third person warehouse receipts in the selling 
or transfer of same leaves many complications. The State of lowa which 
is a number one feeding state tends to benefit most detrimentally from 
this Section especially in the case of payment-in-kind programs or 
emergency feed programs. This isstriking at the heart of lowa since corn 
is the major feed grain. We feel that this entire S ction should be 
reviewed and the implications brought out before the committee on this. 
An emergency feed program can have many implications including the 
issuing of script which can be picked up by private enterprise instead 
of the farmer. This risk is here, we feel. 


Since Iowa is a universal grain handling state we find it hard to point 

out specific problems that would directly affect the corn shipper. As to 
order a priority every one of the changes are important to the warehouseman 
of Iowa. Perhaps the breakage section, Pure Food and Drug actions, and 

the rejection question probably head up the list although records, termina- 
tion and default, and the recognition by Commodity of the local warehouse- 
man's warehouse receipt grade are very important. 


We realize this is pretty general but please feel free to call or write 
on any specific section that we have not elaborated on or which you think 
should be included as a specific area problem for Iowa warehousemen. 


We are sure that the Symington Committee will be made acutely aware of the 
two day stand of the CCC vaudeville team in Kansas City and the proof 
presented by the Whitten Committee hearings is overwhelming in determining 
that the Department of Agriculture in no sense of the word "negotiated" 
either in good or bad faith. 


Sincerely, 
WESTERN GRAIN & FEED ASSOCIATION OF IOWA 


Ken Ludlow 
Assistant Secretary 
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P. O. BOX 768 
SIDNEY, MONTANA 


sas'n. 


Dear Ted: 
Regarding the Edict by the CCC on the new warehouse retes for 
small grains, we cannot accept these retes for several reasons 
listed below: 
1. Instead of lowering rates in a inf ve onary period of our 
history, they should be reisine or nteaining a level 
&@. Higher texes 
b. Higher wages 
c. Higher replacement costs 
2. Unfeir to an elevator such «s ours because of our taxable value. 
a. Not fleet storage , much more costly to replace. 
3. Our overall increased costs have gone up 17% since 1955 
to econdmize on this program, they should free the 


If they want 


armer, cut out the loan prorram and 
care of the excess grain end storage 


kM 47 


“REC Ke Ly. -Treés. 


Montana = ee 
and Dealers Asseciation 
Sidney, Mentana 


let the free market take 
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May 14, 1960 
Higginsville, Mo, 


Mr. Al Laybourn 
yvountry Elevator Commit 
& Feed Dealers N 


hinegetc n 
snington, Ue Ve 





Dear Mr. Laybourn: 
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1960, we had to replace 6,000 bushel of corn 
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at was placed in storage in October and November 1959 because 
of mu ¢ grain and foreign material. That corn cost 
1s per bushel to replace plus handling twice. 
ith the y cost on the rise, I don't feel that I 
can take age rates and stay in business, 
I beg 1 think what is at stake andleave tne 
st re rates the same than they were in 1956-600 agreement." 
Yours Truly, 
ARNOLD BROTHsxS PRODUCE 
Wilbur Arnold 
Orrick, Mo. 
Yuestions th t certainly should be considered at this time should be: 


1. Does the warehouseman have any guamantee of occupancy? 


2. What are the warehouseman's responsiblities to the UGSA? 





considerations prompt the expansion of commercial warehous 


@ 
r 
> 


ct 


4. Why is it impossible to determine exactly what it costs to store grain? 


stions should be answered satisfactorily to the warehousemen an 





© 
ou considered, therefore, the rates that are now in effect should 
at 1 be held over for another year and then a renegotiation take place. 


fore than half of the grain storage income is returned to the Federal 





Storage Shortage in their coum 
ities -hen the government did not wish to build and maintain more storage 
themselves. 


sovernment in the form of taxes. In addition State taxes and County taxes 

are paid on this income. 

the movernment pays less for storage than private industry for the me 

grain. The government urged direct and indirectly, people to invest capital 

in commercial warehouses to meet a serious stor ir co - 
i 


The government gave no ass 
filled or how long filled 
saddled with a “huge inves 


urance that this commerical storage would be 
r 

tme 

facilities than to serve as 


fter a few months, the warehouseman might be 
nt with no more additional use of the storage 
monument to nis good intent’ ons. 


5 


You should know that if the grain storage industry can not receive a f 

return for storage of government commodities, they will not continue to 
do so. The net amount of income made from government storage is, in m 
cases, less than it uld be on a like amount of grain handling through 
our regular EAR er channels. 





In handling farm-st r sent rate is LB¢ per bushel. The 
country warehousema Ss commingled and has to stand the 
grades. I know of a number of country warehousemen in the State of Missouri 
that will not and can not hanile grain for this amount. 


(continued ) 
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t least, the grain trade has been the foundation and the bulwark 
agricultural Price support Program since its beginning, that 
possible for our economy to be sustained, especially the Missouri 
hich goes into every community in this State...economy which is 
pendent upon the agricultural potential of its producers. 


We, therefore, go or cord as asking the same rates be maintained so that 


n re 
this 1960 crop, which again will add to the surplus, be stored adequately 
n a manner that will assure correct condition and storage. 


° 
a 


Yours very trul 
J , 


MISSOURI GRAIN & FEED ASSOCIATION 
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May 9, 1960 
Lincoln, Neb. 


Mr. Al Laybourn 

c/o Grain & Feed Dirs. 
National Association 

400 Folger Building 

Washington 5, D. C. 


Dear Al: 


Enclosed herewith are some of the provisions of 

the contract with which some of the Nebraska group 
have found objectionable relative to the wording of 
the contract. 


Naturally, these provisions, as far as I know, still 
exist in the proposal which CCC dictated to the trade 

on May 5. Also, we are sending you a breakdown of the 
CCC cost survey as taken from the Nebraska reports which 


you may use to supplement your information as you see fit. 


Yours very truly, 


GRAIN & FEED DLRS, ASS'N. 





t RAof 
Howard W. Elm, ~ 
Executive Secretary 
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In regard to the contract, the sections which we, in Nebraska feel are the 
most objectionable are as follows: 


In Section 10 and 11 “h", regarding the breakage of corn, soybeans and grain 
sorghums, the willingness of CCC to accept one-half the market discount where 
the breakage causes a lowering of the grade is of some help, however, this is 
an example of CCC's toughening of the contract and will naturally have a dif- 
ferent bearing upon the cost of operating under the contract which consistently 
places tighter restrictions upon the operator. 


Again, in Section 13 "a", (ii), 11 (c),(d),(£), Commodity still retains the 
right to reject grain not meeting the specifications set forth in these sec- 
tions of the contract. With the right of rejection it will be physically im- 
possible, if CCC enforces the contract, for a country warehouse to offset his 
deficiencies against his grade premium account. As you know, it is nearly im- 
possible for a country elevator to take co-mingled grain from large capacity 
buildings and ship it out and meet exact grade requirements. With Commodity 
having the privilege of rejection, this would mean that a country warehouseman 
could have nearly all of his grain rejected consequently could be loaded out, 
for all practical purposes, in order to meet the requirements of a small load- 
ing order. 


The other section which we believe is quite unfair to country warehousemen is 
in Section 15 (a), in which Commodity maintain their right to recover more than 
the average full market value of the outstanding warehouse receipt in case of 
loss by fire or other means. 


There is no reason for Commodity becoming involved with insurance settlements 

as long as they are paid the value of the grain at the local market on the day 

of the loss. Naturally this is not a common place thing but frequently puts a 
warehouseman in the position of owing Commodity more money than the average value 
of the grain in the warehouse and Commodity receives more for their grain than 
any other receipt holder. 


Then, going on to Section 11 (h), dealing with Food and Drug, we have the same 
objection, unless it has been corrected, as we had at the Town Hall meeting 

in Kansas City in which this section is ambiguous and difficuit to understand 
and makes it permissible for CCC to place the responsibility upon the warehouse- 
man. 


We realize this is a difficult section and that is why it is more important than 
ever that the trade have adequate protection under this section. Our country 
elevator operators have no means of knowing when grain is received from the farm- 
er as to what fumigants were used by the farmer and in what amounts, while the 
grain was stored on the farm nor does he have any way of knowing if certain in- 
secticides might have been used and in what quantities. 


Some of these have no tolerance at all by Food and Drug, consequently an elevator 
operator receiving grain for store from the farmer remains at the mercy of not 
only all his customers but also of residues from the use of fumigants in his own 
place of business. 


There is certainly some way these sections can be re-worded, making it more clear 
and understandable by the country trade. We believe these are the sections which 
will most effect our Nebraska people. 
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May 10, 1960 
Aberdeen, Seuth Dakota 
AIR-MAIL 


Mr. L. A. Laybourn 

c/o Grain & Feed Dealers Nat'l Ass'n 
400 Folger Building 

Washington 5, D. C. 


Dear Mr. Laybourn: 
Re: Uniform Grain Storage Agreement 


This letter is beine sent to you in the hove it will provide some basis 
information as to the manner in which the recently announced rates for govern- 
ment storage will effect the grain elevator industry in South Dakota. In order 
that this may not be labeled as pure conjecture on our part, we have reviewed 
the actual fieures which the government obtained in South Dakota from those 
elevators which were selected for examination under the Government Cost Survey 
conducted by CCC. We do not have access to the survey firures on line elevator 
comvanies in South Dakota, but we did obtain covies of the actual surveys for 
seventeen South Dakota owned warehouses which we believe were virtually all of 
the firms in that category which were surveyed in our State. These surveys show 
under the cost of storage Schedule VI, the annual per bushel cost which the 
government calculated to be applicable in each case. These cost fifures range 
from a low of .061 at one elevator, to a high of 22.7¢ in another. In breaking 
these figures down, we find that there were only six elevators among those sur- } 
veyed, whose cost firures were at or below the 8.7¢ which the government | 
released as their computed average cost of storing grain. In contrast we find } 
that there were eleven warehouses whose cost fifures were above the government's 
reported operational cost average and we might add that most of these were 
substantially above that figure. As a matter of fact, many of these have cost 
figures which are actually in excess of the annual storage rate now being 
suggested by CCC as compensatory for the storage of government grain. 


Even if we were to admit that the government had added a reasonable sum for 
risk factors and return on the cavital investment, we could only conclude that 
the average South Dakota elevator would be condemned to operating on a marginal 
basis or at a severe loss. This leads us to the inescapable conclusion that 
Marvin McLain knew exactly what he was talking about when he was quoted as 
saying, "Many of them, I think, will go bankrupt before we get through with them", 





em" 
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What this means is that the smaller country warehouses, such as we have in 
South Dakota, are being condemned to bankruptcy simply because certain large 
storage operxtions have received total storage paymentsthat do not look good in 
print. We cannot agree with Mr. McLain's stated conclusion that this is a free 
entervrise operation in which this possibility was a calculated risk from the 
beginning. As has been reveatedly stated, the vast majority of these small ware- 
houses did not enter into the storage business in the anticipation of making a 
windfall at government exvense. They entered into it at the urging of USDA 
functionaries and of their own patrons because this was urged upon them as a 
responsibility to the government and to the farm people for whom this program 
was initiated. They did so with the full knowledge that they were building 
storage stace far in excess of any normal requirements in their community and 
they are now being told that if they do not wish to accept an inadequate payment 
for their services, that the covernment will substitute itself in their business 
by buying additional bins or using surplus shipping space to house the farm 
vroducts from their commnity. 


Over the years we had come to believe that in this country we could expect 
some sort of a jucicial remedy from the arbitrary decisions of appointive public 
employees. We do not know, in this case, whether such a remedy is available to 
our members but we are certainly not willing to admit that the handling of this 
year's Uniform Grain Storage Agreement negotiations reflect a fair and equitable 
settlement of the issues involved. South Dakota has always had very strict storage 
laws, the benefits of which CCC has consistently seen fit to invoke for their own 
protection in connection with the storage of government grains. The South Dakota 
Public Utilities Commission has never abdicated its statuatory authority to 
establish storage rates and the regulations unier which they are applied. In the 
past, they have seen fit, at the request of licensed warehousemen in this area, to 
approve the Uniform Grain Storage Agreement as a substitute contract when govern- 
ment owned grains are involved. This has been done on the basis that the Uniform 
Grain Storage Agreement represented a negotiated contract which was agreed upon 
between CCC and oualified representatives of the warehousemen themselves. Such 
a situation does not apply at the present time and we are not aware at this writing 
as to what action may or should be taken in this regard. 


Sincerely yours, 
FARMERS ELFVATOR ASS'N OF S. D. 


Liga 
CLIF C, SON 


Secretary 
i 
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May 9, 1960 
Minneapolis, Minn. 


To Whom It May Concern: 


The following is an example of what could have happened to one of 
our country elevators had the loading orders been settled under 
the terms of the new 1960 Uniform Grain Storage Agreement rather 
than under the 1956 Agreement due to the new conception of the 
terms "fairly representative" and the revision of Section Ll (f) - 
“protein falling below 3/10 of one percent" - to apply to Country 
Loading Orders. 


In December of 1959 the Osborne McMillan Elevator Company of Reeder, 
North Dakota received two loading orders for Spring Wheat of approxi- 
mately 15,000 bushels each selected from a CCC inventory of 91,757.84 


bushels of various grades and proteins. 


#1 DNS, test weight 58.6#, protein 14.30 with a Minneapolis Cash 
Market value based on the date of the last car shipped of $2.23-1/3 
per bushel. 


Nine cars were shipped on this loading order all of which had a test 
weight of MORE than the trust. Of these only two graded #1 DNS and 
the others, because of a damage factor, graded #2 and #3. Assuming 
that CCC accepted the two cars grading #1 and the five cars grading 
#2 as being acceptable and rejected the two cars grading #3 as not 
being "fairly representative" of the quality called for, the result 


to the warehouseman in a cash loss (not offsetable) would be as 
follows: 


MILW 705253 3 DNS 60.3 test - 14.50 protein 
Value of car $2.22-7/8 Loss per bu. .0044 Total $6.04 


This car was ordered sold out by CCC because of one of two reasons, 
(1) that the grade was not acceptable to their sales committment or 
(2) they were unable to find terminal storage disposition for it because 
of the damage. Under the terms of the new contract this car would no 
doubt be rejected. 


MILW 706522 3 DNS 58.3 test - 14.60 protein 
Value of car $2.20-7/8 Loss per bu. .0244 Total $37.54 


Total cash loss because not "fairly representative" ......... $43.58 


Ei, 
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May 9, 1960 


Eight of the nine cars shipped on this loading order had protein in 
excess of the requirements. On one, MILW 705618, the protein was 12.80, 
considerably lower than the 14.30 called for on the trust. Under the 
new 3/10 tolerance this could be rejected and the cash loss per bushel 
to the warehouseman would be .0344 amounting to a total of $48.22. 


The total loss to the warehouseman on the three rejected cars would be 
$91.80 which he pays to CCC in cash with no recovery possible. On the 
remaining six cars the premiums resulting from his giving CCC better 
grain than called for amount to $238.48. Under the 1956 contract he 
was allowed offset of the $91.80 discounts and against the $238.48 pre- 
miums and the difference was set up in the premium account. Under the 
1960 contract he has paid CCC in cash for lower quality and has set up 
in his account $238.48 paper credit which he may never get the benefit 
of, as discounts always result from lower quality and therefore might 
be considered "not farily representative" and rejected by CCC. 


On Loading Order #40,105-C the trust called for shipment of #1 DNS, 


59.02 test weight, 14.06 protein with a Minneapolis cash value of $2.2263 
per bushel. 


Ten cars were shipped on this loading order and all of them had higher 
test weight and protein than called for on the warehouse receipts surren- 


dered on the loading order. 


One of the cars shipped, ERIE 86071, graded #3 account of 6.5 damage con- 
tent and was ordered sold by CCC as it did not fit in with their sales 
requirements or they could not find terminal storage space for the car 
because of the damage. The value of this car was $2.19-5/8 against the 
value of the trust of $2.2263 a difference of .03 cents per bushel or 

a total of $45.05 which under the 1960 contract would be paid for in 

cash by the warehouseman as a reject. 


Premiums on the other nine cars shipped on this loading order amounted 

to $74.18. It seems logical enough that under the 1960 contract a car 

with grade conditions similar to the above would be rejected by CCC as 

not being representative and the warehouseman would find himself in the 
unstable position of having to pay CCC in cash $45.05 for under-quality 
and having $74.18 set up in a probably unusable premium account all on 

the same loading order. 


This is but one example of many where the disallowing of discounts on 
rejected cars could result in serious losses to our company. We firmly 
believe that this part of the agreement should be allowed to remain the 
same as in the 1956 agreement in that at no time can the warehouseman 
get paid in cash for any deliveries made to CCC for better quality than 
called for on the warehouse receipts. We see no reason why he should 

be penalized in cash when many times through no negligence on his part 
the quality might not conform to CCC's opinion of "fairly representa- 
tive." 


58385 O—60 37 
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MINNEAPOLIS. MINN.. 
May 9, 1960 


Mr. Al Laybourn 

c/o Al Oliver 

Grain & Feed Dealers National Ass'n. 
400 Folger Building 

Washington, D.C. 


Dear Mr. Laybourn: 


We have been asked to provide you with ammunition which is to be used to help 
us get a favorable dicision as to what is fairly representative as it pertains to 
Section 13 (a) ii. 


We are afraid that exerted pressure on the part of Congress and G.A. O. could 
influence the C.C.C.'s decision as to what grain would be accepted on a loading 
order and what grain would be rejected. As the proposed agreement does not 
provide for offset of discounts on rejected cars it means that a warehouseman 
could be assessed a discount payable in cash together with the sale costs on cars 
which we feel to be fairly representative. 


Please refer to my testimony in the transcript of the Kansas City meeting starting 
on Page 404 in which I gave an extreme hardship case because of administrative 
decision. In the transcript, an error was made to the extent that where I 

stated ergot content of 30/100 of 1%, the transcript quotes 31/100 of 1%. My 
intent was not to limit my comments to rye but to set up an example as to what 
could happen on any grain which is rejected by the C.C.C. My particular 
example, which is documented with exhibits in the back of the testimony, did not 
mention that in addition to ergoty discounts there were also discounts for variety 
even though the identical grain received was shipped on the loading order. Again 
I point out that this was an extreme case to be used for illustrative purposes. 


Our files are full of examples on every kind of grain in which, under the old contract, 
we were able to avoid the assessment of cash discount because of existing premiums. 


1g 
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There is not only the loss of the offset of premiums against discounts on rejected 
cars that concerns us but there is the possibility that with the continued pressure 
to reduce the storage inventories, the C.C.C. could reject all grains subject to 
discount and use this as a means of depleting the storage surpluses and at the 

cost of the warehouseman. This could ruin many warehousemen and we feel 

that it is grossly unfair. We hesitate in bringing up this last point for fear that 
the government may realize the important tool that the proposed new agreement 
would give them in the disposal of their stocks and at no cost to them. Therefore- 
we recommend that this idea, even though it is of most serious consequence, should 
be handled very delicately so as not to encourage this type of action by the C.C.C. 


Yours very truly, 


McCARTHY BROS. CO. 








COMBINED STATISTICAL AND FINANCIAL INFORMATION 
COVERING THIRTY-SIX MEMBERS OF 


THE TERMINAL ELEVATOR GRAIN MERCHANTS ASSOCIATION 


FISCAL YEARS ENDING IN 1951 TO 1959, INCLUSIVE 


ARTHUR YOUNG & COMPANY 
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ARTHUR YOUNG & COMPANY 


CERTIFIED PUBLIC ACCOUNTANTS 
l'4@ WEST titT® STREET 


KANSAS CiTy 5, MissouR! 


May 19, 1960 


Officers and Directors of 

The Terminal Elevator Grain 
Merchants Association 

Kansas City, Missouri 


Dear Sirs: 


In accordance with your instructions we have 
prepared the accompanying statement of combined statis- 
tical and financial information from questionnaires 
received by us from thirty-six members of the Terminal 
Elevator Grain Merchants Association. The data contained 
in Exhibit A include the operations of elevators located 
in twenty-six states and seventy-eight cities as listed 
in Exhibit B. 


The questionnaires were mailed from the office 
of the President of the Association to sixty-nine firms 
(other than cooperatives and flour and feed mills whose 
accounting records are integrated) operating terminal 
elevators having a capacity of about 800 million bushels 
in 1959. Thirty-three firms did not reply to the question- 


naires. 


The reports submitted to us were signed by 
responsible officials of the various companies but were 
not audited by us. The individual reports are being re- 
tained by us and the information contained therein will 


be held in strict confidence. 


Yours truly, 
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Exhibit B 


LOCATION OF ELEVATORS INCLUDED IN THE 
COMBINED STATISTICAL AND FINANCIAL INFORMATION 


Alabama 


Guntersville 


California 
Dixon 
West Sacramento 
Stockton 
Colorado 
Denver 
Burlington 
Delaware 


Seaford 


Illinois 


Chicago 
Granite City 
East St. Louis 
Alton 

Peoria 


Indiana 


Hammond 


Iowa 


Council Bluffs 
Sioux City 





Kansas 


Fredonia 
Kansas City 
Hutchinson 
Salina 
Wichita 
Topeka 
Wellington 
Leavenworth 
McPherson 


Kentucky 
Louisville 


Louisiana 


Port Allen 
Shreveport 
Vivian 


Mary land 


Baltimore 


Minnesota 


Minneapolis 
St. Paul 
Marshall 
Montevideo 
Morris 
Sleepy Eye 
New Ulm 
Savage 
Duluth 
Cannon Falls 


Mississippi 


Natchez 


Missouri 
Kansas City 
St. Louis 
St. Joseph 

Nebraska 
Omaha 


New York 


Buffalo 
Albany 


North Carolina 


Belhaven 
Washington 
Wilson 


Ohio 





Maumee 
Columbus 
Toledo 


Oklahoma 


Enid 
Altus 


Oregon 


Portland 
Adams 


Pennsylvania 


Marietta 
Philadelphia 


Tennessee 


Chattanooga 
Memphis 
Nashville 


Texas 


Kenely 

Fort Worth 
Mexia 
Plainview 
Port Arthur 
Galveston 
Houston 


Amarillo 


Virginia 
Norfolk 


Washington 
Vancouver 
Tacoma 
Seattle 
Longview 
Colfax 


Wisconsin 


Superior 
Milwaukee 
La Crosse 
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582 INVESTIGATION OF GRAIN STORAGE OPERATIONS 


Preliminary Table 1 
COMMERCIAL GRAIN STORAGE SURVEY OF DIRECT OPERATIONAL COSTS 1/ 


Summary of Survey Schedules by Type of Facility and Rate Area 


Type of Facility : Number of Schedules by Rate Area 


>: Area : Area : Area : Area : Area 


> 






I. Country Warehouses: 


A. Usable Schedule : 4g 84 138 57 3 331 
B. Refusals -- ; -- . 2 : -- -- 2 
C. Not surveyed 3 ; 2 -- “ -- | 9 
D. Partial year operation 2 ‘ 2 ; 18 : 7 -- ; 29 
E. Rejects 2/ 6 12 12 2 1 33 
F. Total in survey 60 10 170 70 4 4ou | 


II. Terminal Warehouses: 











A. Usable schedules a. os wit Se he 
B. Refusals =e -2 ; om ' > =s ~ 
C. Not surveyed -- =< we oe i “~~ 
D. Partial year geese: S : we 7 1 -- : 9 } 
E. Rejects 2/ ; -- 7 : Zz 3 : wit. sees. . 
F. Total in survey 15 13 61 36 2 127 8 
II. All Warehouses: : ‘ 
A. Usable schedules 63 90 185 89 5 432 
B. Refusals abe tok eek del feet Be! eer he :. 
C. Not surveyed 3 ; 2 o- u “oe 9 } 
a : : . y } 

D. Partial year operation : Ri > 3 25; 8 ; - 4. 38 " 
E. Rejects 2/ 6 19 : 19 ‘ 5 1 50 

Total in survey 75 113 231 ‘ 106 6 531 


i/ a survey did not include “Gndirect Wwe Feoalting tron such "anew Wttere 


a 

~ 
as guaranteed quality and quantity upon delivery by wearehousemen, and return 2 

on capital investment. iz 

2/ Rejected. because of incomplete data. i 4/ 

a 


QIN DIVISION, CSS 


Tieublture-—Washington GRA] 
auary 20, 1960 x. 





Up ieceens™ 


a 
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Prelininary Table 2 
COMMERCIAL GRAIN STORAGE SURVEY OF DIRECT OPERATIOBAL.CYETS 1/ 


Average Direct Operational Cost Fer Bushel of Storing Grain for Others 
by Type of Facility in the Survey, Expanded to U. S. Totals 











Iten : Unit : Country : Terminal :: ALL 
$ : Warehouses : Warehouses :: Warehouses 
1. Number of Facilities ;: : $ 8 j 
inU.s. 2/ - : Mow; 9,010. ;: 600 :: 9,610 
2. Nunber of Facilities ¢ : 3s 
in Sample used in $ : : $3 
Analysis €° Boe : 331 : ie Css 432 
3. Percent of total U.S. : : : 33 
Facilities in Sample:Percent 57 : 16.8 :: 4.5 
4. Total Capacity of all : 1000 :2,153,175 71,484,711. :: 3,637,886 


Facilities in U.S.3/: Bu.: 
5. Capacity Available in 

all Facilities for : 

Storing Grain for : 1000 ; 


Others : Bu.:1,682,276 31,128,607 :: 2,810,883 
Percent of Total : ¢ : $3 

Capacity Available : : e 33 

for Storing Grain : : : 3 

for Others :Percent Tosh 3s 76.0 :: T7e3 


~ 


Total Volume of Grain : 1000: ¢ $3 
Stored for Others :  bBu.:1,299,591 : 937,004 :: 2,236,595 


8. Percent Occupancy of 
all Space Available : 
for Storing Grain for : $3 
Others :Percent T1.-3 3: 83.0 :: 79.6 


9. Total Direct Operation+ : 
al Cost of Storing : 1000: $ $3 
Grain for Others : Dol.: 131,547 : 80,487 :: 212,034 


10. Average Direct Opera- : 
tional Cost per Bushel 
for Storing Grain for: 3 2 $e 
Others : Cents: 4/ 10.1 : 4/ 8.6 :: 4/ 9.5 


i7 These costs do not include irect costs such as q ty deterioration, 
shrinkage and return on capital investnent. 

2/ Excluding facilities under CCC agreement to handle crain only. 

3/ Capacity of facilities under iten l. 

4/ Represent only direct operational costs and do not include unknown costs result- 


Efe cash Fete” oh etal Tes Fe and quantity upon delivery by the ware- 


ran ISION, CSs 
criculture, Washington 
January 20, 1960 
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Preliminary Table § 


Commercial Grain Storage Swvey of Direct Operational Costs 1/ 


Frequency Distribution of Country Warehouses in Survey by Size Group 

Showing Number of Facilities, Capacity Available fer Storing Grain for 

Others, Volume of Grain Stored for Others, Percent Occupancy, Direct 
Operational and Cost of Storage Per Bushel 


Size Group : Number : Capacity : Volume : : Cost of 
(Total capacity ; of t Available ;: Stored ; Percent ; storage 
















of Facility) :Facilities: for Others : for Others ; Cccupancy . per pushel 2/ 
uu. : : ju. $ (Percent) $ (Cents) 

Less Than 100,000: 97 : 3,624,649 : 2,866,755: 75.0 ¢ 11.7 

100,00@-199,999: 91 +: 10,131,726: 7,505,833: 7hel +: 0.¢ 

209,008-319,999 : 77: 15,331,849 : 11,970,162: 78.1 +: 10.0 

350,009-719,999 + Lb? ¢ 17,594,6bb : 13,237,b6h : 75.2 + 9.8 
$ $ 3 : : 

750,008 and Over 3 19 ¢ 18,lh5,505 : 1b,887,36h: 80.7 ¢ 19.2 
: 3 t 3 3 
3 ¢ 3 3 3 

Total : 37. : 65,328,56h + $0,467,598: 77.3 ¢ 10.1 





1/ These costs do not include indirect costs such as quality deterioration, 
shrinkage, and return on capital investment. 

2/ Represent only direct operational costs and dees not include unknewn eorts 
resulting from such factars as guaranteed quality and quantity upon delivery 
by the warehouseman, and return on capital investment. 


GRAIN DIVISION, CSS 
Agricul ture --Washington 
January 20, 1959 


58385 O—60———38 


February 5, 1960 
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Preliminary Table 3A 


Commercial Grain Storage Survey of Direct Operations» Costs ]/ 


Frequency Distribution of Country Warehouses in Survey by Size Group Showing 
Number of Facilities, Capacity Available for Storing Grain for Others, 
Volume of Grain Stored for Others, Percent Occupancy, Direct Operation- 

al Cost of Storage Per Bushel, Adjusted to Exclude 
the Effect of Rapid Depreciation 
















Size Group : Number : Capacity : Volume 3 : Cost of 
(Total capacity : of : Available Stored : Percent : Storage 2/ 
of i} 3 es: for Oth 2 : 
(Bu.) : (No.) : (Bu. ) Bu.) : (Percent) : (Cents) 

Less Than 100,000 : 97 : 3,824,649 : 2,866,755 : 75.0 : 10.9 
100,000 = 199,999 : 91 : 10,131,726: 7,505,833 : Bik. % 9.0 
200,000 - 349,999 : 77 + 15,331,840: 11,970,182 : 7.1: 8.2 
350,000 - 749,999 : 47 : 17,594,844 : 13,237,464 : Ta. % 8.0 
750,000 and Over : 19 : 18,445,505 : 14,887,364 : 8.7 : 9.2 

Total : 331: 65,328,564 : 50,467,598 : 17.3: 8.7 





1/ These costs do not include indirect costs such as quality deterioration, 
shrinkage, and return on capital investment. 


2/ Represent only direct operational costs and does not include unknown costs 
resulting from such factors as guaranteed quality and quantity upon delivery 
by the warehouseman, and return on capital investment. 


Grain Division, CSS 
Agriculture-wWashington 
February 5, 1960 
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Table 4& 


COMMERCIAL GRAIN STORAGE SURVEY OF DIRECT OPERATIONAL COSTS V/ 


Frequency Distribution of Terminal Warehouses in Survey by Size Group Showing 
Number of Facilities, Capacity Available for Storing Grain for Others, 
Quantity of Grain Stored for Others, Percent Occupancy, and Direct 

Operational Cost of Storage Per Bushel 


Size Group 3 Number : Capacity 
(Total capacity of : of : Available 
: Pacilities : for Others 





Quantity 
Stored 
: for Others 





: Percent 


Oce 





Less than 500,000 16 : 3,604, 301 2,599,501 T2.1 

500, 000-1, 499,999 : 2 21,402,412 17, 396,892 ; 81.3 

1, 500, 000-3, 499,999 : 26 : 40,791,501 ; 30, 777, 543 : 75.4 10.1 

3,500,000-9,999,999 : 22 _—: 80,175,289 : 68,130,633: 85.0 8.5 

10,000,000-and over 5 57,120,589 49, 710, 332 87.0 6.8 
Total 101 :203,094,092 £168, 614,902 83.0 


8.6 


/ These costs do nct include indirect costs such as quality deterioration, 
shrinkage, and return on capital investment. 

2/ Represents only direct operational costs and does not include unkown costs 
resulting from such factors as guaranteed quelity and quantity upon delivery 
by the warehouseman, and return on capital investment. 


GRAIN DIVISION:CSS 
Agriculture-Washington 
February 11, 1960 
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Preliminary Table 4A 
COMMERCIAL GRAIN STORAGE SURVEY OF DIRECT OPERATIONAL COSTS a/ 


Frequency Distribution of Terminal Warehouses in Survey by Size Group Showing 
Number of Facilities, Capacity Available for Storing Grain for Others, 
Quantity of Grain Stored for Others, Percent Occupancy, and Direct 
Operational Cost of Storage Per Bushel, Adjusted to Exclude the 
Effect of Papid Depreciation 


Size Group : Number : Capacity : Cuantity : : Cost of 
(Total capacity : of sAvailable : Stored :; Percent : Storege 2/ 









:Facilities :for Others : for Others :Occ :Per Bushel 





Less than 500 ,000: 16 : 3,604, 302: 2,599,501: 72.1 ' 9.9 
500 ,000-1, 499,999 32 ; 21,402, h2: 17, 396,892: 81.3 , 9.6 
1,500,000-3,499,999: 26 : 0,791,501: 30,777,543: 5-4 : 9.6 
3,500,000-9,999,999: 22 80,175,289: 68,130,633: 85.0 7.9 
10,000,000 and over: 5 : 57,120,589: 4g, 710, 332: 87.0 6.4 

Total 101 203,094,092: 168,614,901: 83.0 8.0 





L/ These costs do not include indirect costs such as quality deterioration, 
shrinkage, and return on capital investment. 


2/ Represents only direct operational costs and does not include unknown costs 
resulting from such factors as guaranteed quality and quantity upon delivery 
by the warehouseman, and return on capital investment. 


Grain Division, CSS 
Washington-Agriculture 
February 5, 1960 
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Table 5 


Page 1 of 3 


COMMERCIAL GRAIN STORAGE SURVEY OF DIRECT OPERATIONAL COSTS 1 


001 to 
: Percent : 


(Capacity refers to 
71 


total capacity of facility and occupancy refers to percent of total storage 
ol 
Percent 


293 750,001 to 100, ju 3100 
$ : Percent : Cost : 


Percent Occuparyand Direct Operational Cost Per Bushel for Storing Grain for 
space available for storing grain for others which was occupied. ) 


Others in Country Warehouses, by Size of Total Capacity. 
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Preliminary Table 5 
Page 2 of 3 


COMMERCIAL GRAIN STORAGE SURVEY OF DIRECT OPER4TIONAL COSTS 1/ 


Percent Occupancy and Direct Operational Cost Per Bushel for Storing Grain for 
Others in Country Warehouses, by Size of Total Capacity. (Capacity refers to 
tot.:1 capacity of facility and occupancy refers to percent of total storage 
space available for storing grain for others which was occupied.) } 


_5,000 to 50,000 Bu: 50,001 to 100,000 Bu: 100,<O1 to 150,000Bu:150,001 to 200, y, 000 Bt 

















Percent ; Cost : Cr ets : Cost : Percent : Cost : Percent : Cost 
of : Per : g Per : of : rer : of : Per 
ccupency: :Bushel2/ Oceu: a :Bushel 2 Occupancy :Bushel 2/: Occu cy:Bushel 2/ 
“Trerventh : (Cents ——s ~ (Cents Percent) ‘(Cents ¢ Uereest)t (Cents) 
57.2 12.5 54.2 Ft 
55.6 14.4 48.0 14.4 
54.9 9.5 46.2 12.5 | 
50.6 15.9 42.8 14.8 
42.1 5.2 38.3 9.2 
32.9 29.3 10.6 7:2 
30.6 16.4 8.3 39.1 
4.5 56.8 
AVERAGE : 


mall Tb: eB eS es 





200,001 - 250 , 000 Bu: 250,001 - 350,000 Bu: 359, 001 - 500,000 Bu: 500,001 - 750,000 Bu 











Percent : Cost : Percent : Cost : Percent: Cost : Percent: Cost 
of : Per : of : Per : of : Per ; of i Per 
Jecupancy :Bushel 2 Occupancy :Bushel 2/: Occupancy:Bushel 2/: Occupancy: Bushel 2, 


(Percent) : Coen) 











39.9 13.6 99.9 7.6 99.9 18.3 99.9 8.7 j 
99-9 9.1 99.9 11.3 99.9 12.2 99.9 13.0 
99.9 22.8 99.4 TF 99.2 17.4 98.2 11.4 ; 
99.0 9.3 99.4 8.6 99.2 12.9 97.3 9.1 
97.9 7.8 98.9 14.5 98.1 72 97.3 6.5 

35.0 4.8 98.4 8.3 97.5 5.0 93.5 7.2 j 
94.8 13.4 98.1 8.6 97-5 11.3 89.0 §.2 

94.2 6.1 98.0 16.2 96.8 10.9 88.9 6.1 

93.9 6.4 95.9 4.2 92.5 12.2 83.7 20.1 

92.7 8.1 95.6 5.4 91.4 11.9 83.5 12.7 

92.6 10.4 94.6 5.8 89.0 8.5 64.7 6.6 

91.8 4.0 94.6 14.5 88.8 5.8 60.3 Ts 

90.4 8.3 92.4 ¥r-7 87.3 10.0 57.4 7.9 

90.0 3.8 90.4 9.5 86.6 6.9 54.3 8.0 

89.6 11.5 89.4 12.4 86.4 5.6 48.4 14.9 

88.9 7.2 89.0 6.9 85.8 12.2 44.8 9.9 

88.3 11.9 88.5 5.2 78.3 T.2 34.9 22.8 

87.8 10.1 87.3 9.7 73.5 19.7 28.3 2.8 

87.8 8.9 85.5 15.2 71.5 5-7 

86.9 8.0 85.3 6.6 70.2 8.1 

86.5 8.8 80.5 11.8 63.3 8.4 

86. 3 10.1 Tr 7.5 59.7 8.4 

84.3 7.4 77-0 26.3 55.5 8.7 

82.6 6.5 76.5 17.2 55.0 5.3 

80.5 8.0 72.4 5.4 52.9 5.3 


I 
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Preliminary Table 5 
Page 3 of 3 


COMMERCIAL GRAIN STORAGE SURVEY OF DIRECT OPERATIONAL COSTS l/ 
Percent Occupancy and Direc’: Operational Cost Per Bushel for Storing Grain for 
Others in Country Warehouses, by Size of Total Capacity. (Capacity refers to 


total capacity of facility and occupancy refers to percent of total storage 
space available for storing grain for others which was occupied. ) 


200, O01 = 250,000 Bu: 250,001 - 350,000 Bu: 350,001 - 500,000 Bu: 500,001 - 750,000 Bu- 









Percent ; Cost : Percent : Cost : Percent : Cost : Percent : Cost 

of : rar. : of : Per : of : Per : of : Per 
Jecupancy :Bushel 2: Occupanc :Bushel 2/: Occupancy :Bushel 2/ 
(Percent) : (Cents): (Percent : (Certs) : (Percent): (Cents 

78.1 an 3 71.2 15.6 : S 5 : 8.3 

77.8 9.1 68.0 8.4 S24: LA 

76.7 9.6 67.6 6.2 7.5 Oe 169 

75.5 15.2 59.3 14.5 Uk .1 12.9 

70.2 6.1 55.3 8.3 

69.5 10.0 $1 8.5 

58.0 13.6 47.6 8.8 

56.5 9.9 45.6 8.2 

54.7 11.8 4O.4 14.3 

52.3 10.8 7.3 4.9 

50.1 <a 34.2 41.5 

48.8 24.7 

45.9 7.2 

43.0 4.5 

35.2 9.7 

17.5 52.7 
AVERAGE : 





(le : 9. ; 75.3 10. 


tt ot Of ee 
~ 150,001 to 1,000, 000 Bu. : 1,000,001 and Over : Total 
Percent ; Cost : Percent : Cost : Percent : Cost 
of : Per : of : Per : of : Per 





99.9 : 5 
94.0 13.0 93.3 8.9 
92.5 13.1 89.7 13.5 
92.2 5-7 89.7 7.6 
82.0 5.7 89.6 11.8 
70.4 4.9 84.6 10.3 
69.6 7.2 84.6 9.6 
45.9 7.6 81.4 8.6 
73.5 11.0 
61.6 if .3 
AVERAGE: ' ° 33-7 : 45-2 ° : 
. wee: es es es ee ee 


1/ These costs do not include indirect costs such as quality deterioration, 
shrinkage, and return on capital investment. 


2/ Represents only direct operational costs and does not include unknown costs 
resulting from such factors as guaranteed quality and quantity upon delivery 
by the warehouseman, and return on capital investment. 


GRAIN DIVISION, CSS - Agriculture--Washington ~ January 21, 1960 
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Preliminary Table 6 
Page 1 of < 


COMMERCIAL GRAIN STORAGE SURVEY OF DIRECT OPERATIONAL COSTS V 


Percent Occupancy and Direct Operational Cost Per Bushel for Storing Grain for Others 
in Terminal Warehouses, by Size of Total Capacity. (Capacity refers to total capacit 
of facility and occupancy refers to percent of total storage space evaileble for 
storing grain for others which was occupied.) 


~300,0CO Bu. and : 300,001 to: 900,001 to : 1,000,001 to : 1,500,001 to 
less : 500,000 Bu. : 1,000,000 Bu. : 1,500,000 Bu. : 2,500,000 Bu. 
Percent :Cost 2/:Perceat:Ccst 2/:Percent:Cost 2/:Percent:Cost 2/:Percent:Cost 2 


-:Ocpncy.:Per Bu.:Ocpncy.:Per Bu.:Ocpnay.:Per Bu. 
: %) :(Cents): te) : g $ 















: Cents Cents 
93.9 13.8: 95.4: 6.0: 99.9: 6.2 99.9: 5.0: 97.7 10.8 
37.5 7-9: SB.1 +: ARR: 99.92 12:3 87.7: 6.1: 95.% 13.0 
81.2 8.9: 79.0: 8.6: 95.5 : 16.0 8.1: 9.2: 9h.5 8.0 
71.5 23.0: T7.3 s28.0 C2.5.: 7.3 84.7: 11.8: 94.b 8.2 
39.2 Oa 2 Ths e Sed cs Bias 6S 83.5 : 10.2 : 92.0 6.0 
32.5 9.0 : FOG: $7: Gs3: 7:3 61.0: 8.1: 84.0: 8.2 
23.7 21.9: 56.6: 13.4: 89.9 : 15.0 7.2: 11.5: 8.9: 13.6 
6.9 20.0: 46.2: 2.6 89.1: 6.9 76.9 : 17-5: 681.6: 7.3 
85.3 : 10.4 69.2: 88: 8.9: 6.5 
83.9 : 10.4 67.7: 16.48: 60.2 : 12.0 
81.3: 9.6 45.6 : 19.3: 69.0: 9.6 
79.9: 6.4 39.6 4.9: 67.3: 2.8 
78.9 : 12.3 : 62.9: 18.0 
71-5 : 12.8 53-4: 5.0 
76.0 : 14.1 49.9 : 16.5 
T2033. 2% h6.4 : 58.6 
70.2 : 12.1 45.0: 12.1 
68.8 : 32.3 43.9 : 10.6 
68.5 : 3.4 27.5.3. 13-7 

64.6 : 19.8 : 

60.0 : 9.2 
: 40.0 : 11.4 

60.0 : 10.5 : 73.7: 9.9 





1/ These costs do not include indirect costs such as quality deterioration, shrinkage 
and return on capital investment. 
2/ Represents only direct operational costs and does not include unkown costs result- 


ing from such factors as guaranteed quality and quantity upon delivery by the ware- 
houseman, and return on capital investment. 


RAIN DIVISION: CSS 
4griculture-Washington 
January 21, 1960 
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Preliminary Table 6 
Page 2 of 2 


COMMERCIAL GRAIN STORAGE SURVEY OF DIRECT OPERATIONAL COSTS 1/ 


Percent Occupancy and Direct Operational Cost Per Bushel for Storing Grain for Others 

in Terminal Warehouses, By Size of Total Capacity. (Capacity refers to total capacit; 

of facility and occupancy refers to percent of total storage space available for 
storing grain for others which was occupied. ) 


2,500,001 to : 3,500,001 to : 5,000,001 to : 10,000,001 Bu. 
— 3,509,060 Pu. C QO Bu. > 10,000,C00 Bu. : _and over 
Percent : Cost 2 t Percent > Cost 2/: Percent : Cust 2) : Percent :Cost 2 
ccupancy :'Per Bu. ¢Occupanc : Per Bu. : Occupancy : Per Bu. : Occupancy :Per Bu. 
(Percent): (Cents) [iereant} : (Cents) : nants : (Cents) : Gencent) : (Cents) 

99.9 5.8 : 99.9 : 5.2 : 99.9 : 9.0 : 90.8 : 30.2 
96.3 5.6 99.9 6.5 99.6 10.1 90.7 Bt 
88.6 7.6 99.9 5.6 87.5 12.4 89.0 5.8 
85.9 14.3 97.9 5.5 mo + 6.4 86.2 6.3 
76.0 7.6 97-7 6.6 75 .¢ ‘Ox 59.4 $.7 
7Th.9 14.1 93.7 7.5 67.3 : DY 
74.2 Td 89.0 11.5 66.4 +. 38 

89.0 6.7 : 

81.9 4.6 

81.3 6.3 

aan 9.1 

75-5 6.6 

62.4 15.4 

Average 

83.8 9.2 87.2 Ta 81.6 10.2 87.0 6.8 


Total All Terminal Warehouses: 
(a) Percent of occupancy - 83.0 percent. 
(ob) Storage cost per bu. - 8.6 cents 


1/ These costs do not include indirect costs such as quality detericration, shrinkage 
and return on capital investment. 

Represents only direct operational costs and dves not include unknow costs result- 
ing from such factass as guaranteed quality and quantity upon delivery by the ware- 
houseman, and return on capital investment. 


5 / 


SRAIN DIVISION: CSS 
Agricultural -Washington 
January 21, 1960 
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Preliminary 1 Table 7 
COMMERCIAL GRAIN STORAGE SURVEY OF DIRECT OPERATIONAL COSTS — 


Frequency Distribution of Country Warehouses in Survey by Storage Cost 
Groups Based on Direct Operational Costs for Storing Grain for Others, 
Showing Number of Facilities and Capacity Available for Storing 

Grain for Others, Expanded to United States Totals 


COUNTRY WAREHOUSES 








3 ACTUAL ¢ CUMULATIVE area 
Storage : : ~y__Facilities : capacity 
Cost Groups : Number ;: Capacity : :Percent: : Percent 
2 : of : (000 Bu.) : : of : Bushels : of 
os :Factlities: : Number : Total : (000) : Total 
(Cents per bu.): 3 $ 3 8 $ 
Less than 5.0 ¢: 462 : 87,693 ; x a 87,693 : $.2 
5.0 = 5.9 : 572 : 356,912 < 2,004 ¢ 11.3 224,604 : 13.4 
6.0 - 6.9: 490: 103,629 : 1,526: 16.9 +: 328,233 : 19.5 
ee 925 3 204,145 ; 2,449 : 27.2 : 532,376 : 31.6 
00 = 46,9.2 12,225. “s 285,696 + 3,674: 40.8 +: 818,070 : 48.6 
9,0 - 9,9 : 817 t 132,401 : 4,491 : 49.8 ¢: 950,471 : 56,5 
10,0 -10.4 : 75,531 : 4,818 : 53,5 +: 1,026,002 : 61,0 
10.5 -10.9 : 300: 48,660 : 5,118 : 56.8 : 1,074,662 ;: 63.9 
11.0 -11.4 : 299 3 42,054 ; 5$,417 ; 60.1 3: 1,116,716 =: 66.4 
Riad @2249 8 354 3 76,968 : 5,771 : 64.1 : 1,193,684 ; 71.0 
12,0 -12.4 : 299 3 56,219 ; 6,070 : 67.4 ; 1,249,903 ; 74,3 
12.5 -12.9 : 300 : 70,967 : 6,370 : 70.7 : 1,320,870 : 78.5 
13.0 -13.4 3: 218 : 29,370 : 6,588 : 75.1 : 1,390,240 : 80.3 
13.5 -13.9 : 218; 63,140 : 6,806 : 75.5 +: 1,413,380 : 84.0 
14,0 -146,4 : 136 : 12,664 : 6,942 : 77.0 : 1,426,044 ; 84.8 
14,5 -14.9 : 299 : 40,588 : 7,241 : 80.4 : 1,466,632 ; 87,2 
15,0 -15.4 : 245 : 41,3653 : 7,486 : 83.1 : 1,507,995 ¢: 89 .6 
15.5 -15,9 : 191: 14,784 : 7,677 ; 85,2 : 1,522,779 : 90.5 
16.0 -16.4 ;: 136 3 17,336 : 7,813 : 86.7 3: 1,540,115 : 91.5 
16.5 -16,9 : 82: 10,018 : 7,895 : 87.6 +: 1,550,133 : 92,1 
17.0 -17,.4 : 165 z 22,997 ; 8,058 ; 89.4 :; 1,573,130 3: 93.5 
17.5 -17.9 : 82 : 6,845 : 8,140 : 90.3 : 1,579,975 : 93.9 
18.0 -18.4 : 109: 11,162 : 8,249 : 91.6 =: 1,591,137 : 94.6 
18.5 -18.9 : 27 : 1,906 s 8,276 : 9ic9 2: 1,993,135 ¢ 94,7 
19,0 -19.4 : 27 : 19,493 : 8,303 ; 92.2 : 1,612,627 : 95.9 
19.5 -19.9 : 109 3 13,185 : 8,412 : 93.4 : 1,625,812 : 96 .6 
20.0 -20.4 : 54 3 13,777 : 8,466 : 94.0 : 1,639,589 ; 97,9 
20.5 -20.9 : 54 3 1,906 : 8,520 : 94.6 : 1,641,49% : 97.6 
21,0& Over : 490 : 40, 782 : 9,010 :100.0 ;: 1,682, 276 : 100.0 
Total : 9,010 3 1,682,276 : 9,010 :100.0 : 1,682,276 : 100.0 














eee ee  - 








== 











iV/ These costs do not include indirect costs such as quality deterioration, 
shrinkage, and return on capital investment, 


2/ Represents only direct operational costs and does not include unknown costs 
resulting from such factors as guarenteed quality and quantity upon delivery by 
the warehouseman, and return on capital investment, 


GRAIN DIVISION, CSS 
Agriculture—Washington 
January 20, 1960 
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Preliminary Table. 7A 
C :_ SURV ECT_OP 0 V 
Frequency Distribution of Country Warehouses in Survey by Storage Cost 
Groups Based on Direct Operational Costs for Storing Grain for Others, 


Adjusted to Eliminate the Effect of Rapid Depreciation, Expanded to 
United States Totals 


COUNTRY WAREHOUSES 








: ACTUAL : eee 
Storage : $ 3 Facilities _: Capacity 
Cost Groups : Number : $ :Per ent: : Percent 
: of : Capacity : cs * Bushels : of 
3 Bu : : : : 





(Cents per 





Less than 5.0 762 : 150,157 $ 1762 : 8.5 ? 150,157 8.9 
> re 681 * 185,651 *1,443 * 16.0 * 335,808 20.0 
tH 7a : 762 * 152,468 * 2,205 * 2%.5 + 488,276 29.0 
‘5. ee: 1,089 + 238,692 3,204 * 36.6 * 726,968 43.2 
9:0 -9.9, 1,388 + 371,463 * 4,682 * 52.0 * 1,098,431 65.3 

10.0 -19. 653 + 101,268 + 5,335 * 59.2 + 1,199,699 71.3 
as ny ; 218 * 25,944 + 5,553 * 61.6 * 1,225,643 72.9 
oem sates 381 * 69,982 *5,934 * 65.9 * 1,295,625 77.0 
W's as 218 * 28,817 + 6,152 * 68.3 * 1,324,442 78.7 
3.0 cist 327 + «649,905 * 6,479 * 71.9 * 1,374,347 81.7 
as ee 272 + 48,867 + 6,751 * 7.9 * 1,423,214 84.6 
4a ase 272, + «49,526 * 7,023 * 77.9 * 1,472,740 87.5 
15's ciate’, 191 * 11,025 * 7,214 + 80.1 * 1,483,765 88.2 
so aes 25 * 61,141 + 7,459 + 82.8 ? 1,544,906 91.8 
: “ld : 109 : 8,158 + 7,568 * 84.0 * 1,553,064 92.3 
7s 14.9 : 191 : 16,662 * 7,759 * 86.1 * 1,569,726 93.3 
36 -15.4: 19] : 10,416 + 7,950 * 88.2 : 1,580,142 93.9 
15.5 -15.9 : 163 * .9,219 * 8,113 + 90.0 * 1,589,361 94-5 
me -16.4 : g2 : 20,622 * 8,195 * 91.0 : 1,609,983 95.7 
2h a : 82 + 25,416 * 8,277 * 91.9 ? 1,635,399 97.2 
as on 27 613? 8,304 * 92.2 * 1,636,012 97.2 
os 17.9 : a 8 1,270  * 8,358 * 92.8 * 1,637,282 97.3 
-O -18.4 : 109: 7,275 > 8,467 * 94.0 * 1,644,557 97.8 
18.5 -18.9 : a 3 21,051 * 8,521 * 94.6 * 1,665,608 99.0 
19.0 -19.4 : 27: 5,74. + 8,548 * 94.9 * 1,671,349 99.4 
19.5 “19.9 : 54 1,313 * 8,602 * 95.5 * 1,672.662 99.4 
as a : yl 1,545 * 8,629 * 95.8 * 1,674,207 99.5 
® ° $ $ $ } 
Ov 57655: 100.6, 120652276 80:0 
Total > 9,010 * 1,682,276 | 9,010 ~{ 100.0 , 1,682,276 | 100.0 











These costs do not include indirect costs such 1s quality deterioration, 
shrinkage, and return on capital investment. 


Represents only direct operational costs and does not include unknown costs 
resulting from such factors as guaranteed quality and quantity upon delivery 
by the warehouseman, and return on capital investment. 


Grain Division, CSS 
Agriculture-Washington 
February 6, 1960 
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Preliminary ; Table 8 
COMMERCIAL GRAIN STORAGE SURVEY OF DIRECT OPERATIONAL costs 1/ 

Frequency Distribution of Terminal Warehouses in Survey by Storage Cost 
Groups Based on Direct Operational Costs for Storing Grain for Others, 
Showing Number of Facilities and Capacity Available for Storing 
Grain for Others, Expanded to United States Totals 


TERMINAL WAREHOUSES 





: ACTUAL $ CUMULATIVE 

Storage : : : acilities $ Capacity 

Cost Groups : Number =: Capacity : :Percent : : Percent 
2/ : of : (000 bu.) : : of : Bushels : of 
: Facilities: : Number Total (000) : Total 
(Cents per bu.) : : : : ; $ 
Less than 5.0 : 4o : 84,534: 4O : 6.7 84 534 

$.0-5.9 ; 71 : Seeks s 2a « «3.28.5 257,847 : 22.8 
6.0-6.9 : 83 : 267,4b5 : 198 : 32.3 505,292 : 4b.8 
7.0 - 7.9 48 : 71,148 : 2h2 : 40.3 576,440 : 51.1 
8.0 - 8.9 48 : 61,785 : 290 : 46.3 638,225 : 56.5 
9.0 - 9.9 ko : 62,759 : 332 : 55.3 700,988 : 62.1 
10.0 -10.4 30 : 119,009 : 362 : 60.3 819,993: 72.7 
10.5 -10.9 i7 : 38,986 : 379 : 63.2 858,979 : 75.1 
11.0 -11.4 12 : 14,637 : 391 : 65.2 873,616 : 77.4 
11.5 -11.9 24 : 66,377 : 415 : 69.2 939,993 : 83.3 
12.0 -12.4 30 : 61,587 : 4b5 : 7h.2 1,001,580 : 88.7 
12.5 -12.9 6 : 2,461: 451 : 75.2 1,004,041 : 89.0 
13.0 -13.4 17 : 11,210: 468 ; 78.0 1,015,251 : 90.0 
13.5 -13.9 18 : 18,692 : 486 : 61.0 1,033,943 : 91.6 
14.0 -14.4 2k : 39,276 : 510 : 85.0 1,073,219 : 95.1 
14.5 -14.9 6 : 4,355: 516 : 8.0 1,077,574 95.5 
15.0 -15.4 6 : 13,221 : 522 : 87.0 1,090,795 96.6 
15.5 -15.9 -- : -- : 522 : 87.0 1,090,795 96.6 
16.0 -16.4 12 : 8,336: 534 : 689.0 1,099,131 97.4 
16.5 -16.9 6 : 6,968 : SkO : 90.0 1,105,999 98.0 
17.0 -17.4 -- : -- : 540 : 90.0 1,105,999 98.0 
17.5 -17.9 12 : 12,72: 552 : 92.0 1,118,725 99.1 
18.0 -18.4 -- : “- 3: 552 : 92.0 1,118,725 99.1 
18.5 -18.9 a : es 3: §52 : 92.0 1,118,725 99.1 
19.0 -19.4 6 : 99: 558 : 93.0 1,118,824 99.1 
19.5 -19.9 6 : 1,190: 564 : 9b.o 1,120,014 99.2 
20.0 -20.4 6 : 167 : 570 : 95.0 1,120,181 99.3 
20.5 -20.9 o- “-- : §70 : 95.0 1,120,181 99.3 
-0& Ove oO 8,426 : 600 : 0 1,128,607 100.0 














Total : 600 : 1,128,607 : 600 : 100.0 : 1,128,607 : 100.0 











1/ These costs do not include indirect costs such as quality deterioration, 
shrinkage, and return on capital investment. 


2/ Represents only direct operational costs and does not include unknown costs 
resulting from such factors as guaranteed quality and quantity upon delivery by 
the warehouseman, and return on capital investment. 


GRAIN DIVISION, CSS 
Agriculture-Washington 
January 21, 1960 
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Preliminary Table 8-A 
COMMERCIAL GRAIN STORAGE SURVEY OF DIRECT OPERATIONAL COSTS }/ 
Frequency Distribution of Terminal Warehouses in Survey by Storage Cost 
Groups Based on Direct Operational Costs for Storing Grain for Others, 


Adjusted to Eliminate the Effect of Rapid Depreciation, Expanded to 
United States Totals 


TERMINAL WAREHOUSES 





Storage : : 
Cost Groups : Number : : :Percent: : Percent 
of : Capacity : : of : Bushele : of 





(Cents 


per bu 2 3 : 

Less than 5.0: 53 $ 108,449 : 53: 8.8 108,449 9.6 
5.0 = 5.9: 89: 317,308 : 142 3: 23.7 425,757 37.7 
6.0 = 6.9: 59: 87,701 : 201 : 33.5 513,458 45.5 
7.0 = 7.9: 53 g 14,359 : 254: 42.3 587,817 on 
8.0 = 8.9: 3 Fi,aer + sey + $2.2 685,084 60.7 
9.0 = 9.9: 438 103,084 =: 354 : 59.0 788 ,168 69.8 

10.0 -10.4: 3 Cs 122,425 : 384 =: &.0 910,593 80.7 
10.5 -10.9: 2% : 15,984 : 408 : 68.0 926,577 82.1 
11.0 -11.4: 4 43,689 : 432 : 72.0 970, 266 86.0 
11.5 -11.9: 2 3 50,167 : 456 +: 76.0 :1,020,433 90.4 
12.0 -12.4: 18 : 7,419 : 4% : 79.0 1,027,852 St 
12.5 -12.9: a4 6,617 : 486 : 81.0 :1,0%, 91.7 
13.0 -13.4: 12 g 3,030 : 498 : 83.0 1,037,699 91.9 
13.5 -13.9: 18 3 18,692 : 516 =: 86.0 1,056,391 93.6 
14.0 -14.4: S: 37,470 : 534 +: 89.0 :1,093,861 96.9 
u.5 -14.9: ~§ - >: 534 : 89.0 :1,093,861 96.9 
15.0 -15.4: 6 13,221 : 540 : 90.0 1,107,082 98.1 
15.5 -15.9: wil. - : §40 : 90.0 :1,107,062 : 98.1 
16.0 -16.4: 6 + 3,338 : S86 :91.0 21,220,416 : 98.4 
16.5 -16.9: iz 12,9813 : 556 : 93.0 21,123,597 : 99.5 
17.0 -17.4: - : - : §56 : 93.0 31,123,397 : 99.5 
17.5 -17.9: - : - : 558 : 93.0 :1,123,397 3 99.5 
18.0 -18.4: - : - : §56 : 93.0 :1,123,397 g 99.5 
18.5 -18.9: 3 - >: $56 +: 93.0 1,123,597 : 99.5 
19.0 -19.4: a 99 : 544 :%.0 321,123,496 : 99.5 
19.5 -19.9: o's 1,190 : 57% : 95.0 31,308,666 : 99.7 
20.0 -20.4: 6 : 167 : 576 : 96.0 :1,124,853 : 99.7 
20.5 -20.9: og ~ : 576 : 96.0 :1,12%4,853 : 99.7 
21.0 & Over: a 3,754 : 600 :100.0 21,128,607 3 100.0 
Total r 600 2,228,607 © < 600 °100.0 ‘°1,128,607 ; 100.0 
; : : ; : : 


These costs do not include indirect costs such as quality deterioration, 
shrinkage, and return on capital investment. 


2/ Represents only direct operational costs and does not include unknown costs 
resulting from such factors as guaranteed quality and quantity upon delivery 
by the warehouseman, and return on capital investment. 


Grain Division, CSS 
Agriculture-Washington 


February 6, 1960 
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Preliminary Table 9 


COMMERCIAL GRAIN STORAGE SURVEY OF DIRECT OPERATIONAL COSTS 1/ 


Frequency Distributisn of All Warehouses in Survey by Storage Cost Groups Rasei on 
Direct Operational Costs for Storing Grain fer Others Showing Number of Facilities 
and Capacity Available for Storing Grain for Others, Expanded to United States Totals 


ALL WAREHOUSES 











Direct : 
Operational : ACTUAL : CUMULATIVE 
Storage : : : Facilities : Capacity ss 
Cost Groups : No. of : Capacity : : Percent of: Bushels: Percent of 
2/ : Facilities: Obu. Total : : Total 
(Cents per bu.): : : : 
less than 5.0 502 > 172,227 : 502 : 5.2 >: “7RsaRT: Sua 
5.0 - 5.9 643 2 320,228: 1,145 : 11.9 : 62,451: 17.2 
6.0 - 6.9 573 $.. 952,078 : 1,718 : 17.9 > 833,525: 29.7 
7-0 - 7.9 973 : 275,291: 2,691: 28.0 :1,108,816: 39.4 
8.0 - 8.9 1,273 : 347,479 : 3,964 : 41.2 31,456,295: 51.8 
ee ~- 9:9 859 : 195,160: 4,823: 50.2 1,651,455: 58.8 
10.0 -10.4 357 > 194,540 : 5,180 : 53.9 71,845,995: 65.7 
10.5 -10.9 317 > 87,646: 5,497 : 57-2 21,933,641: 68.8 
11.0 -11.4 311 > 56,691 : 5,808 : 60.4 21,990,332: 70.8 
11.5 -11.9 378 > 143,345 : 6,186: 64.4 22,133,677: 75.9 
12.0 -12.4 329 :. 27a 2 6,515. : 67.8 72,251,483: 80.1 
12.5 -12.9 30 ; 73,420: G6,;G21:: 71 .¢ 22,324,931: 82.7 
13.0 -13.4 235 : 4O,580: 7,056: 73-4 32,365,491: 84.2 
13.5 -13.9 236 B 81,832 : 7,292 : 75.9 22,447, 323: 87.1 
14.0 -14.4 160 > 51,980: 7,&52 : 1T.§ 72,499,263: 88.9 
14.5 -14.9 305 5 yy MER: 2: | TETST * 80.7 *2,544,206: 90.5 
15.0 -15.4 251 : 54,584 : 8,008 : 83.3 72,598, 790: 2, 
15-5 -15.9 191 ; ib, 7: 6,199: 85.3 *2,613,574: 73.0 
16.0 -16.4 148 : 25,672 : 8,347: 86.9 72,639,246: 93.9 
16.5 -16.9 88 >: 16,886: 6,435: 87.8 2,656,132: 94.5 
17-0 -17.4 163 : 22,997: 8,598: 89.5 *2,679,129: 95.3 
17-5 -17.9 94 ¢: 019,592 2: 6662 « 90.4 2,698,700: 96.( 
18.0 -18.4 109 >: 12,162: 8,801 : 91.6 *2,709,862: 96.4 
18.5 -18.9 : 27 : 1,996: 8,828: 91.9 :2,711,858: 96.5 
19.0 -19.4 ; 33 : 19,592: 8,861 : 92.2 2,731,450: 97.2 
19.5 -19.9 : 115 : 14,375 : 8,976: 93.4 *2,745,825: 97.7 
20.0 -20.4 : 60 : 13,944 : 9,036: 94.0 32,759,769: 98.2 
20.5 -20.9 ; 54 : 1,906 : 9,090 : 94.6 2,761,675: 98.2 
21.0 & Over :; : 49,208 : 9,610: 100.0 2,810,883: 100.0 


Total : 9,610 72,810,883 : 9,610; 100.0 72,810,883: 100.0 
1/ These costs do not include indirect costs such as quality deterioration, shrinkage 
and return oo capital investment. 
2/ Represents only direct operational costs and does not include unknown costs result- 
ing from such factors as guaranteed quality and quantity upon delivery by the ware- 
houseman, and return on capital investment. 


GRAIN DIVISION:CSS 
Agriculture-Washington 
January 20, 1960 
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Preliminary Table 9-A 

COMMERCIAL GRAIN STORAGE SURVEY OF DIRECT OPERATIONAL COSTS i/ 
Frequency Distribution of All Warehouses in Survey by Storage Cost Groups Based on 
Direct Operational Costs for Storing Grain for Others, Adjusted to Eliminate the 
Effect of Rapid Depreciation, Expanded to United States Totals. 


ALL WAREHOUSES 





Direct : : 

Operational =: ACTUAL ; CUMULATIVE 
torage : : $ Facilities s Capacit 

Cost Groups : No. of : Capacity : : Percent of: Bushels: percentof 
2/ ? Facilities : (000 bu.): Number : Total =: (000): # Total 





(Cents per bu.) 





Less than 5.0 815 : 258,606 : 815 8.5 : 258,606: 9.2 
5.0 - 5.9 770 : 502,959 : 1,585 16.5 : 761,565: 27.1 
6.0 - 6.9 821 : 240,169 _: 2,406 25.0 21,001,734: 35.6 
7.0 - 7.9 1,142 >: 313,051 : 3,548 3.9 1,324,785: 8 
8.0 - 8.9 1,447 : 468,730 : 4,995 52.0 21,783,515: 63.5 
9.0 = 9.9 694 : 204,352 : 5,689 59.2 :1,987,867: 70.7 

10.0 - 10.4 248 : 148,39 : 5,937 61.8 :2,136,23%6: 76.0 
10.5 - 10.9 4O5 : 85,966 : 6,342 66.0 12,222,202: 79.1 
21.0 <*21.4 eho : 72,506 : 6,584 68.5 72,294,708: 81.6 
11.5 - 11.9 351 : 100,072 : 6,935 72.2 72,394,780: 85.2 
12.0 - 12.4 290 : 56,286 : 7,225 75.2 72,451,066: 87.2 
12.5 - 12.9 284 : 56,343 : 7,509 78.1 72,507,409: 89.2 
13.0 = 13.4 203 : 14,055 : 7,712 80.2 72,521,464: 89.7 
13.5 - 13.9 263 : 79,833 : 7,975 83.0 :2,601,297: 92.5 
14.0 - 14.4 127 : 45,628 : 8,102 84.3 22,646,925: 94.2 
14.5 = 14.9 191 : 16,662 ; 8,293 86.3 72,663,587: 94.8 
15.0 - 15.4 197 : 23,637 : 8,490 88.3 12,687,224: 95.6 
15.5 - 15.9 163 : 9,219 : 8,653 90.0 32,696,443: 95.9 
16.0 - 16.4 88 23,956 : 8,741 91.0 22,720,399: 96.8 
16.5 = 16.9 a 38,397 : 8,835 91.9 :2,758,796: 98.1 
17.0 = 17.4 27 613 : 8,862 92.2 22,759,409: 98.2 
17.5 = 17.9 54 1,270 : 8,916 92.8 :2,760,679: 98.2 
18.0 - 18.4 109 7,275 +: 9,025 93.9 :2,767,954: 98.5 
18.5 - 18.9 54 21,051 : 9,079 94.5 :2,789,005: 99.2 
19.0 = 19.4 33 5,840 : 9,112 94.8 :2,794,845: 99.4 
19.5 - 19.9 60 2,503 : 9,172 95.4 12,797,348: 99.5 
20.0 = 20.4 33 1,712 : 9,205 95.8 :2,799,060: 99.6 
20.5 = 20.9 54 1,90 : 9,259 96.3 :2,800,966: 99.6 
.O & Over : : :2,810,883: " 
Total * 9,610 *2810,883 * 9,610 * 100.0 *2,810,883° 100.0 





1/ These costs do not include indirect costs such as quality deterioration, shrink- 
age, and return on capital investment. 


2/ Represents only direct operational costs and does not include unknown costs 
resulting from such factors as guaranteed quality and quantity upon delivery by 
the warehouseman, and return on capital investment. 


GRAIN DIVISION, CSS 
Agriculture-Washington 
February 5, 1960 
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606 INVESTIGATION OF GRAIN STORAGE OPERATIONS 


Preliminary Table 14 
C CI STO OF IONA LV 


Percent of Total Direct Operational Cost and Cost Per Bushel 
for Each Item of Direct Operating Cost for Storing Grain for 
Others, by Country Warehouses, Terminal werehouses, and 
All warehouses 


* Terming] werehouses rc 














Item of Cost :Percent of:Cost Per:Percent of:Cost Per:Percent of:Cost Per 
: : (Cents): (Percent): (Cents): (Percent 
1. Depreciation on bldgs: : : 3 $ : 
& equipment .........: 33-5 8 3.4 3 18.0 : 1.6 : 27.6 = 2.6 
2. Interest paid on bor-: : 2 : : ¢ 
rowed investment cap.: 4.6 : 0.5 : 3.0 + 0.3": 3.9 = 04 
3. Insurance on plant & : : : : : $ 
equipment ........0..3 2.5 0.2: a Osi «2 2.0 0.2 
4. Taxes on plant & equip 4.2 0.4 : 4.9 0.4 4.5 Ove 
5. Licenses and bonds ..: 0.9 0.1 : 0.3 or 28 0.7 0.1 
6. Leases and rentals...: 10.1 1.0 : 15.3 1.3 12.1 1a 
7. Other fixed costs ...: : : : : : 
8. Total fixed costs ...: 5.9. 5.6; 43.0 3 ae OD 2. oe 
9. Personnel expenses: : : : : : $ 
(a) Executive salaries 2.3 0.2: a 0.2: 2.3 0.2 
am Management .....: 8.7 0.9 : 4.6 : 0.4 : el 0.7 
(c) Clerical .......: 2.5 0.3 2 i 0.2 3 2.4 0.2 
id): SOE vinanep cena? 7.4 0.7: 28 - La 5 ve OF 
O. Utalitiew ..cseacveut 2.0 : Cia ¢ gua 8 0.2: Te 0.2 
ll. Interest paid on bor-: z : 3 : : 
rowed working capital: 0.8. 2 - 3 0.6. § - 3 0.3 : - 
12. Taxes on inventory ..: 0.3 - 0.4 - 3 0.3 - 
13. Insurance on grain & : 
merchandise ......... : 5.6 .-3 0.5 20. 3 0.3 4.2 0.4 
14. Repairs & Maint. of 2 3 $ 3 
bldgs. & equip..... 42 216 0.4 : 4.6 : 0.4 : 3.9 : 0.4 
15. Famigants & contract : : : : g 3 
services for insect &: 2 g : 3 : 
rodent control ......: ei? 0.5 : a S-L 0.2 2 43 : 0.4 
16. (a) Identified costs : : : : : 3 
apport'd to whse. by : : : s 3 : 
home or central office LG <9 0.2: 536° 3 0:3 :% 3, «7 O09 
(b) Unidentified costs : : : : : 
apport'd. to whse. by: 3 8 : : 2 
home or central office 0.8 ; 0.2: 3 9.1 ¢ 0.8 ; 4.0 : 0.4 
17. Other variable costs.: ‘3.2. aoe 3 5.9: O65 ene O18 





Total Direct : ; 3 : : : 
19: Operational Cost * «100-0 2/10. 100.0 s 2/86: 100.0 13/9.5 





1/ These costs do not include indirect costs such as quality deterioration, 
shrinkage, and return on capital investment. 

2/ Represents only direct operational costs and does not include unknown costs 
from such factors as guaranteed quality and quantity upon delivery by the 
warehouseman, and return on capital investment. 


Grain Division, CSS 
Agricul ture-washington 
Jamuary 20, 1960 
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Preliminary Table 14-A 


COMMERCIAL GRAIN STORAGE SURVEY OF DIRECT OPERATIONAL COSTS 1/ 


Pereent of Total Direct Operationa] Cost and Cost Per Bushel for Each 
Item of Direct Operating Cost for Storing Grain for Others in Country 
Warehouses, Terminal Warehouses, and All Warehouses, Adjusted to 
Eliminate the Effect of Rapid Depreciation. 












: : nal houses : houses 
Item of Cost ‘Percent of cost Per:Percent of:cost Per:Percent of:cost Per 
:Totel Cost: Bushel :Total Cost: Bushel :Total Cost; Bushel 
3 ercent ):(Cents) ; reent ): e : recent): nts 
1. Depreciation on bldgs: : t g 
& equipment ........:: ST «+ 80 : 11.5 : 09 .: MBs 1.5 
2. Interest paid on bor-: $ $ $ $ 
roved investment cap.: 5.4 0.5 3.2 0.3 4.5: (044 
3. Insurance on plant & : 
equipment .rceseeesee! 2.9 0.2 1.3 0.1 2.3 0.2 
4. Taxes on plant & equir 4.9 0.4 5.2 0.4 5.0 0.4 
5. Licenses & bonds.....: 1.0 0.1 0.3 - 0.8 0.1 
6. Leases & rentals.....: 11.8 1.0 3 3.7 2.2 
7. Other fixed costs....: 0.1 0.2 
8. Total fixed costs....: 6 
9. Personnel expenses: ; 
te Executive salaries 2.5 0.2 2.7 0.2 2.6 0.2 
>) Management.......: 10.1 0.9 4.9 0.4 8.0 0.7 
(c) Clerical ........: 2.9 0.3 2.4 0.2 2.7 0.2 
COD MONEE cccdcGeccue! 8.6 0.7 13.8 1.1 10.7 0.9 
10. URSLECEOD cccscscccce? 2.3 0.2 2.4 0.2 2.3 0.2 
ll. Interest paid on bor-: 
rowed working capital: 0.1 - 0.7 . 0.3 - 
12. Taxes on inventory...: 0.3 0.5 : - 0.3 > 
13. Insurance on grain & : : 
merchandise ......+.6: 5.8 0.5 3.2 : GS 4.8 : 0.4 
14, Repairs & maint. of 
bldgs. & equip.......: 4.1 0.4 4.9 : 0.4 Lu 0.4 
15. Fumigants & contract : : 3 : : 
services for insect &: : $ : : 
rodent control......+: 5.4 0.5 : 30 .: Geb. = 4.8 0.4 


16. (a) Identified costs: 
apport'd to whse. by : 2 $ : : $ 
home or central office: ae a 6.0 : 05 : 3.6-)°2 O39 
(v) Unidentified $ $ : : : 
costs apport’d to whse 
by home or cen. off..: 
Other variable costs.: 
Total variable costs.: 






6 ; ‘hs a s : 2 
Operational Cost > 3000 ° 6.7 .° wo0 ° G6 «© moo « GSA 
i e cos not i indirect costs s as q ty deterioration, 


shrinkage, and return on capital investment. 


2/ Represents only direct operational costs and does not include unknown costs fro 
such factors as guaranteed quality and quantity upon delivery by the warehouse- 
man, and return on capital investment. 

GRAIN DIV, CSS 

Agriculture-Washington 

Feb. 5, 1960 
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Preliminary Table 15 


COMMERCIAL GRAIN STORAGE SURVEY OF DIRECT OPERATIONAL COSTS Y 


Percent of Total Direct Operational Cost and Cost Per Bushel for Each Itex 
of Direct Operating Cost for Storing Grain for Others, Excluding Deprecia- 


tion on Bull Ldings | and Equipment and Interest Paid on Borrowed Investment 
Capital by Country Warehouses, Terminal Warehouses, and all Warehouses 


:Country Warehouses :Terminal "Warehouses: All Warehouses 

em of Cost :Percent of:Cost Per:Percent of:Cost Per:Percent of :cost 
:Total Cost: Bushel :Total Cost: Bushel :Total Cost:Per Bu. 
(Percent): (Cents):(percent) : (Cents): (Percent):(Cents) 











Tr 
A 








2 Excluded : : 
Insurance on plant & : : t : $ 
WOUAMNONE 4 cs ccctecces’? 4.0: O43': 266 : 0.1: 2.9 + 0.2 
Taxes on plant & : : 2 : $ : 
OQUINONG nccsdecesace? 6.7 0.4 6.1 0.4 : 6.5 0.4 
Licenses and bonds ...: 1.5 Q.1 0.4 0.0 : 1.0 0.1 
», Leases and rentals....: 16.4 $.0: 39.3 1.4: Fre 301 
7. Other fixed costs.....: 0.2 -: 0.0 : 0.4 : 0.0 : 0.3 : 06.0 
8. Total fixed costs.....: ooo : t.6 3 "160 : 1.9: 25.4: 1.0 
9. Personnel expénses: : : $ : 
(a) Executive sale- : : : : $ 
FASB sccsccccscesee? 3.4 0.2 3.2 0.2 : 3.3 0.2 
(>) Management.......: 14.0 0.9 5.8 0.4 : 10.4 0.7 
(6) @GhOrSeals.ceceeest 4,0 0.3 2.8 0.2: 3.5 0.2 
LG) (BAROP ciccowsesset 12.0 0.7 16.2 Med 4 13.8 0.9 
20. WEALAGLOB...0 5.00 Caee ns? 3.2 0.2 2.8 0.2: 3.0 0.2 
ll. Interest paid on bor- $ 
rowed working capital : 0.1 0.0: 0.8 i. OUR 0.4 0.0 
12. Taxes on inventory....: 0.4 0.0 0.5 0.0 : 0.5 0.0 
13. Insurance on grain : : : g : 
& merchandise....eeess: 8.1 0.5: 3.7 0.2 : 6.2 : 0.4 
14, Repairs & maint. of : : : 
bldgs. & equipment....: 5.6 : O.4% : §.8 O44: 5.8 0.4 
15. Fumigants & contract : $ : : : 
services for insect : : 
and rodent control....: 7.6 ; 0.5: 4&4 : 0.3: 624 0.4 
16. (a) Identified costs : : ; : : : 
apport'd. to wrhse. : : $ : $ 
by home or central : : : : : 
OETEOE i, ccucnncsabseasi? oy a O2:: © FS : 0.5: 4.6 ; 0.3 
(db) Unidentified.....: : : : : : 
costs apport'd. to ¢ : $ : ; 
wrhse. by home or : : : s : 
central office ..ecece: aS ts O.2.: 123.6 : 0.8 : 5.8 : 0O.% 
17. Other variable costs..: 8.6 OS: ©. 145 ; 0 8.1 0 
13, Total variable costs..: 71.2 Roo aa __ 4.9: je ® ia 








19, Total direct ae : 
oe , ope onal cost... : ae Bn .2/ 6.8 ; 100.0 2/6 5 
l/ These costs do not include indirect costs such as quality deterioration, shrinkage 
" and return on capital investment. 


2/ Represents only direct operational costs and does not include unknown costs from 
such factors as guaranteed quality and quantity upon delivery by the warehouseman, 
and return on capital investment. 








GRAIN DIVISION, CSS 
Agriculture-Washington 
January 21, 1960 
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Percent Occupancy and Direct Operational Cost Per Bushel for Storing Grain for Others 
in Country Warehouses, by Rate Area. (Occupancy refers to percent of total storage 
space available for storing grain for others which was occupied.) 


4 Rate Area I : Rate Ares | (cont'd.) : Rate Area 11 (Cont'd.) 


~~ Percent : Cost Per : Percent : Cost Per : Percent : Cost Per 





99.2 12 37.3 4.9 86.4 5.6 
98.0 16.2 : 35.2 : 9.7 86.3 10.1 
93.2 19.9 : 34.9 : 22.8 85.7 18.0 
87.9 9.2 : 33.7 : 15.2 85.5 14.8 
87.3 10.0 30.6 16.4 85.2 15.7 
81.4 8.6 28.3 12.8 8h. 3 9.9 
80.5 : 11.8 2h.3 5.8 83.9 19.9 
78.7 17.1 21.1 16.5 83.4 12.2 
77-6 : 14.8 : 17.5 52.7 82.8 13.2 
73.6 : 8.0 ‘Area : 82.6 17.3 
73.5 : 11.0 :Avg.58.8 : 9.6 81.8 14.6 
Te .4 : 5.4 : : 81.4 14.9 
71.5 : 5.2 ¢ 60.6 8.7 
70.4 ; 4.9 : 80.3 13.6 
69.6 : 7.2 Rate Area IT 79.5 7.0 
69.5 10.0 Tie3 10.7 
65.2 8.1 99.9 Kal 77.2 9.6 
64.7 6.6 99.9 6.1 76.2 10.7 
56.5 9.9 99.9 11.7 76.1 10.4 
55.5 8.7 99.4 Tae 76.1 10.2 
55.3 8.3 78.3 4.9 74.7 7.9 
55.1 8.5 96.5 10.3 74.1 17.9 
55.0 5.3 95.3 8.1 73-5 8.2 
54.3 8.0 95.1 9.9 72.8 21.9 
54.2 7.1 94.8 13-4 71-7 15.6 
52.9 11.3 94.6 5.8 71.2 15.6 
52.4 16.3 94.4 8.4 69.9 13.3 
52.3 10.8 93.1 4.7 69.7 9.0 
51.2 8.0 92.9 7.9 69.0 18.7 
48.4 14.9 92.5 12.2 68.0 8.4 
48.2 ok 91.4 11.9 67.7 4.6 
47.6 8.3 91.1 10.9 67.2 11.7 
47.5 12.9 89.6 8.3 67.1 18.4 
45.9 Th 89.4 12.4 67.0 15.7 
45.9 7.6 89.1 8.1 66.6 11.7 
45.6 3.2 88.1 8.1 5 .8 13.0 
44.8 9.9 87.8 8. a .8 
42.8 14.8 87.3 9.7 64.6 13.7 
4O.4 14.3 86.9 8.0 63.8 27-9 
38.3 9.2 86.5 8.8 61.7 22.7 
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Table 16 
Page 2 ef 3 
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(Occupancy refers to percent of total storage 


space available fer storing grain for others which was occupied. ) 
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COMMERCIAL GRAIN STORAGE SURVEY OF DIRECT OPERATIONAL COSTS 1/ 


Percent Occupancy and Direct Operational Cost Per Bushel fer Storing Grain for Others 
in country Warehouses, by Rate Area. 
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Table 16 
Page 3 of 3 


COMMERCIAL GRAIN STORAGE SURVEY OF DIRECT OPERATIONAL COSTS 1/ 
Percent Occupancy and Direct Operational Cost Per Bushel for Storing Grain for Others 


in Country Wareheuses, by Rate Area. (Occupancy refers to percent of total storage 
space available for storing grain for others which was occupied. ) 


Hate rea Tit Conta, 





Percent : Cost Per : Percent : Cost Per : Percent : Cost Per 
— Sper! : 
Th.5 : 4.3 99.7 12.8 : 43.6 16.5 
Th.& 10.6 99.0 14.5 : 42.1 5.2 
2.7 16.3 98.3 9.0 : 22.6 10.6 
73:7 5.9 97.8 11.8 : 14.2 17.8 
3 7.6 96.8 10.9 3 8.3 39.1 
70.2 6.1 95.6 5.4 : 4.5 56.8 
70.2 8.1 94.0 13.0 :Area 
69.2 4.9 93.5 7.0 :Avg. 83.1 11.2 
69.1 12.6 92.5 13.1 : 
67.7 14.7 92.4 11.3 Rate Area V 
67.2 5.2 ge. 17:7 : 
66.1 23.6 92.4 20.5 4h .1 : 12.9 
66.1 10.1 92.2 5.7 34.2 : 41.5 
65.9 9.1 91.1 7.6 6.7 : 19.9 
65.7 15.2 90.0 3.8 :Area : 
65.2 14.2 §9.7 7.6 sAvg. 40.3 : 18.6 
63.3 12.0 89.7 13.5 : : 
62.6 8.8 89.0 5.1 :U.S. 77.3 10-1 
60.6 12.9 68.5 5.6 *1/ These costs do not in- 
33-3 14.5 67.0 16.0 *clude indirect costs such as 
a9 23-2 86 .6 6-9 *quality deterioration, shrink 
95 +2 9.0 85 .6 + ace *age, and return on capital 
54.9 9.5 83.7 20.1 > investment. 
53-5 23.5 79-2 8.7 *2/ Represents only direct 
52.3 8.9 78.3 7.2 ‘operational cests and does 
52.0 11.9 77-0 26. 3 *not include unknown costs 
ip as as s *resulting from such factcrs 
iat 29-7 The 2-1 "as guaranteed quality and 
= 13.3 73-5 19.7 *quantity upon delivery by 
9 _? 71.6 20.0 *the warehouseman, and return 
a “4 as ie "on capital investment. 
Area 69.8 13.5 
Ave. 88.1 9.5 67.9 9-5 
: : 67.6 6.2 
Rate Area IV : 66.9 10.7 
ee : 63.3 8.4 
99.9 12.4 61.6 19.3 
99.9 18.3 60.3 7.5 
$9.9 11.3 59-7 8.4 
99.9 16.1 59.5 6.4 
99.9 : 22.8 54.7 11.8 
99.9 : 9.1 48.8 24.7 
¢ 72, ? ON: CSS 13.0 46.2 12.5 


Agricul ture-Washington 
January 21, 1960 
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Preliminary 


OPERATIONS 


Table 17 


COMMERCIAL GRAIN STORAGE SURVEY OF DIRECT OPERATIONAL COSTS 1/ 


Percent Occupancy and Direct Operational Cost Per Bushel for Storing Grain for Others 
in Terminal Warehouses, by Rate Areas. (Occupancy refers to percent of total storage 
space available for storing grain for others which was occupied.) 







p Are . ate A 
Percent : Cost Per : Percent 
Bushel 2/: Occupanc 






97.7 6.6 93-7 
89.0 6.7 90.8 
85.3 10.4 90.7 
81.6 T<3 90.3 
TT-7 9.1 90. 3 
77:3 14.0 89.9 
74.9 14.1 89.1 
72.3 2.4 89.0 
1-3 5.3 89.0 
70.3 12.1 88.1 
67.3 11.9 87.7 
66.4 10.8 87.5 
45.0 11.1 87.5 
27.5 13.7 85.1 
Area 84.0 
Avg. 72.0 9.6 83.9 
: 82.8 
Rate Area IT 81.¢ 
. 81.3 
92.0 6.0 81.3 
84.7 11.8 79.9 
80.9 6.5 79.2 
69.2 8.8 77-5 
67.3 2.8 76.0 
45.6 : + es as 
Area : , 74.2 
Avg. 81.2 : 1 . 72-5 
: 70.8 
Rate Area ITI 69.0 
68.8 
99.9 5.8 64.6 
99.9 5.0 62.9 
99.9 5.2 60.0 
99.9 6.5 43.9 
97-7 10.8 40.0 
95.5 16.0 39.6 
95.4 6.0 . 39.2 

95.4 13.0 *Area 
94.5 8.0 * Avg 86.4 

94.4 8.2 : 


, ——  c.. 
1/ These costs do not include indirect costs such as quality deterioration, shrinkage, 


and return on capital investment. 


2/ Represents only direct operational costs and does not include unknown costs result- 
ing from such facters as guaranteed quality and quantity upon delivry by the ware- 


houseman, and return on capital investment. 
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Preliminary Table 19 


COMMERCIAL GRAIN STORAGE SURVEY OF DIRECT OPERATIONAL COSTS 1/ 


Average Direct Operational Cost Per Bushel for Storing Grain for Others 
In Country Warehouses, Terminal Warehouses, and All Warehouses in 
Survey, by UGSA Rate Areas 





- :__Country Warehouses : ‘Terminal Warehouses : All Warehouses 
UGSA : Average : Percent of : Average : Percent of : Average :Percent c 
Rate Areas : Cost Per : ae : Cost Per : Soe : Cost Per : National 
ir Bae of Aver Bushel af 2 _Aversge Busbel 2/ : Average 
Cents (Perc = , Cents) : (Per — ent] (cents y 1 Percent 
Area I : 9.6 : 95 : 9.6 : 112 : 9.6 : 101 
Area II : 10.4 : 103 : Tei : 83 : 9.8 : 103 
Area IIT: 9-5 : gh a 97 > 89 =: go 
Area IV : 11.2 111 8.6 100 10.1 L0€ 
Area V : 26.3 : 179 16.5 193 ; 18.2 > 191 
National : : $ $ : 
Average : 10.1 : 100 : 8.6 : 100 : 9.5 : 100 


These costs do not include indirect costs such as quality deterioration, 
shrinkage, and return on capital investment. 


Represents only direct cperationmal costs and does not include unknown costs 
esulting from such factors as guaranteed quality and quantity upon delivery 
by the warehouseman, and return on capita] investment. 


sRAIN DIVISION:CSS 
Agricul ture-Washington 
January 20, 196¢ 
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Preliminary Table 19-A 





Average Direct Operational Cost Per Bushel for Storing Grain for Others 
In Country Warehouses, Terminal Warehouses, and All Warehouses in 
Survey, by UGSA Rate Areas, Adjusted to Eliminate the Effect of 

Rapid Depreciation 









UGSA es Average = of Average : Percent ot 
Rate Areas : Cost Per ' National : Cost Per ‘ National Cost Per ; National 
: - : : Percent) 
Areal 6: 8.5 eo +: 67 + 1 + 66 s 20 
Area II . 9.3 107 ; Tod . 89 8.9 106 
trea III ‘ 7.9 : 91 : 79 : 96 : 7.8 93 
ae ee ae ee ee ee 
weed + Md + ek tl mt Ok 
National: : : : : : 
Average =: 8.7 100 a 100? 8.4 * 100 





‘/ These costs do not include indirect costs such as quality deterioration, 
shrinkage, and return on capital investment. 


2/ Represents only direct operational costs and does not include unknown costs 
resulting from such factors as guaranteed quality and quantity upon delivery 
by the warehouseman, and return on capital investment. 


Srain Division, CSS 
Agriculture-Washington 
February 6, 1960 





- 
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Preliminary Table 20 
COMMERCIAL GRAIN STORAGE SURVEY OF DIRECT OPERATIONAL COSTS / 


Composition of Grain Stored for Others in Country and Terminal 
Warehouses in Each UGSA Rate Area and the U. S. 


Percent of Total Grain Stored for Others 


Area I Area II Area III Area IV Area V U.S. 
ities |~ 5 ; 
ee Cle Se ee Cipher 
Wheat | Dir WSs Seb s Mss Bd s:) BA 
Grain auetieiees %.1 6 7.7 49.2 18 3 21.1 
Soybeans ' os - ey. ti > 2a ilies 3.9 
Rye Mes 9: a i 3 
Corn :: ts. eee See ose aaa eee 
Oats , sca . 8.1 an 4 : 38.1 2.4 
Barley St ie sees “a 4 7.1 
oe So” ee ee 5 
Total we 1 ae: Sele eee 2. Se ol ee 
re a a a i 
dhest ee Bee She eee. Sie lee 


} 


Grain Sorghums: 


f 
o 


12.0 : 36.4 : . Uae 
Soybeans : = i os 9: x 3.7 + 6 
Rye : 2: 39: 28 5.23 wd 1.9 
Corn Sr fa” a lee 
Oats ge Beets ie is SF oa 8 
barley 30.6 22.9 ' 3.4 , 5 . - 6.6 
Flaxseed : —— a aa *% a a 
Total > Jobe ci 1 ke sees S 
: Rinncccsctnieieniesl cissadaimematalate : —-+—________ 


l/ These costs do not include indirect costs such as quality deterivratinn, 
shrinkage, and return on capital investment. 


Grain Division, CSS 
Agriculture-Washington 
Jamary 20, 1960 
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618 INVESTIGATION OF GRAIN 


-reliminary 


STORAGE OPERATIONS 


Taole 1 


COMMERCIAL GRAIN STORAGE SURVEY OF DIRECT OPERATIONAL COSTS 1/ 


Frequency Distribution of Country Warehouses in Survey by Size Group 
Showing Number of Facilities, Total Flow of Grain, Volume of Grain 
Handled for Others, and Direct Operational Cost Per Bushel for 

In and Out Handling of Grain for Others 


Size Group : Number 
(Total Capacity : of 


of Facility) :Pacilities: 












Total Flow 
of Grain 


2/ 


Volume 
Handled 


: In and Out 


: of Facility : 


Percent 
Volume 


Handled : 


is of 


Total Flow: Handling 


: Average 
: Direct 
Cost of 
:Im and Out 


Less than 100,000: oT 49,152,132 12,030,818: 24.5 4.7 
100,000-199,999 . 91 70,061, 311 17,201,737: 24.6 4.6 
200 , 000-349, 999 : TT 89,101,804 21,131,477: 23.7 4.9 
350,000-749,999 : 47 90, 322,268 19,081,500: 21.1 4.2 
750,000 & over : 19 51,997,825 : 14,731,599: 28.3 5.4 
Total : 331 350,635, 340 64,137,132: 24.0 4.7 
yu These costs do not include indirect costs such as return on capital investment, 
2/ Sic total acquisitions and total dispositions plus volume of stored 
grain owned by others turned during survey year. 
3/ Represents only direct operational costs and does not include unknown costs 


resulting from such factors as return on capital investment, etc. 


GRAIN DIVISION, CSS 
Agriculture--Washington 
January 21, 1960 
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Preliminary Table 1-A 
COMMERCIAL GRAIN STORAGE SURVEY OF DIRECT OPERATIONAL COSTS Vy 


Frequency Distribution of Country Warehouses in Survey by Size Group 
Showing Number of Facilities, Total Flow of Grain, Volume of Grain 
Handled for Others, and Direct Operational Cost Per Bushel for In and 
Out Handling of Grain for Others, Adjusted to Exclude the Effect of 
Rapid Depreciation 





: : : Volume : Percent : Average 
Size Group : Number : Total Flow : Handled : Volume : Direct 


(Total Capacity : of : of Grain : In and Qut : Handled : Cost of 
of Facility) :Facilities: 2/ : of Facility : is of In and Out 





Less than 100,000 : 97 : 49,152,132 : 12,030,828 : 24.5 : 4.7 








100, 000-199,999 : 91 : 7,061,311 =: 17,201,737 : 24.6 : 4.& 

200, 000- 349,999 : TT : 89,101,804 : 21,131,477 : a 4.7 

350, 000-749, 999 3 47 : 90,322,268 : 19,041,500 : 21.4. 33 4.0 

750,000 & over : 19 : 51,997,825 +: 14,731,599 : 28.3: 5-1 

Total : 33: 350,635,340 : 84,137,131 : 2h.0 : 4.6 

V These costs do not include indirect costs such as return on capital investment, 
etc. 

2/ Represents total acquisitions and total dispositions plus volume of stored grain 
owned by others turned during survey year. 

37/ Represents only direct operational costs and does not include unknewn costs 


resulting from such factors as return on capital investment, etc. 


GRAIN DIVISION:CSS 
Agricul ture-Washington 
February 11, 1960 
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Preliminary 





Size Group Number 
(Total Capacity : of 
of Facility) 











INVESTIGATION 


OF GRAIN 


STORAGE OPERATIONS 


Table 2 


COMMERCIAL GRAIN STORAGE SURVEY OF DIRECT OPERATIONAL COSTS 1/ 


Frequency Distribution of Terminal Warehouses in Survey by Size 
Group Showing Number of Facilities, Total Flow of Grain, Volume 
of Grain Handled for Others, and Direct Operational Cost Per 

Bushel for In and Out Handling of Grain for Others 


:Facilities 


: Total Flow 


of 
Grain 2/ 


Volume 
Handled 
In and Out 
of Facility : 
: Total Flow :Han 





:Average 
Percent :Direct 
Volume :Cost of 
Handled :In and 
is of :Out 


bu. 
Less than 500,000 : 16 41, 328,718 8,184,424 19.8 : 4.4 
500 ,000-1,499,999 : 32 175,419,412 38,833,040 22.1 41 
1,500 ,000-3,499,999 : 26 333,586,171 121,462,981 36.4 3.2 
3, 500 ,000-9,999, 999 22 560, 324 , 9 165,565,086 29.5 3.7 
10,000,000 % over : 5 219,544,777 : 62,893,092 28.€ a2 
Total 101 71,330,204 ,O44 396 ,936, 623 29.8 3.5 
1/ These costs do not include indirect costs such as return on capital investment, 


etc. 


it 


tw 


GRAIN DIVISION, CSS 
Agriculture--Washington 
January 2l, 


1960 


/ Represents total acquisitions and total dispositions plus volume of stored 
grain owned by others turned during survey year. 

Represents only direct operational costs and does not include unknown costs 
resulting from such factors as return on capital investment, etc. 
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Preliminary Table 2-A 
COMMERCTAL GRAIN STORAGE SURVEY OF DIRECT OPERATIONAL COSTS V/ 


Frequency Distribution of Terminal Warehouses in Survey by Size Group 

Showing Number of Facilities, Total Flow of Grain, Volume of Grain 

Handled for Others, and Direct Operational Cost Per Bushel for In and 

Out Handling of Grain for Others, Adjusted to Eliminate the Effect of 
Rapid Depreciation 





Percent :Average 


Size Group : Number : Total Flow : Volume : Volume :Direct 
(Total Capacity : of : of : Handled : Handled :Cost of 
of Fecility) :Facilities: Grain2/ : In and Out: is of :In and Qut 
: : : cf Facility: Total Flow :Handling 3/ 





Less than 500,000 : 16 : 41,328,718: 98,18b,l0h: 19.8 : bob 
500,000 - 1,499,999: 32 : 175,419,412 : 38, 833, O40 : 22.1 : 3.8 
1, 500, 000-3, 499,999: 26 : 333,586,171 : 121, 462,98} : 36.4 : Fol 








3,500,000-9,999,999: 22 : 560,324,966 : 165,565,086: 29.5 : 37 

10,000,000 & over: 5 : 219,544,777 62,893,092 : 28.6 : 3.0 
Total : 101  :1,330,204,0h4 : 396,938,623: 29.8 : 3h 

1/ These costs do not include indirect costs such as return on capital investment 


etc. 

Represents total acquisitions and total dispositions plus volume of stored 

grain owned by others turned during survey year. 

3/ Represents only direct operational costs and does not include unkown costs 
resulting from such factorsas return on capital investments, etc. 


we 


GRAIN DIVISION:CSS 
Agriculture-Washington 
February 11, 1960 
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Preliminary Table & 
COMMERCIAL GRAIN STORAGE SURVEY OF DIRECT OPERATIONAL COSTS y 


Percent of Total Direct Operational Cost and Cost Per Bushel For Each 
Item of Direct Operating Cost for Handling Grain Through the Warehouse 
for Others in Country Warehouses, Terminal Warehouses, and All Warehouses. 


:Country Warehouses :Terminal Warehouses: All Warehouses 
Item of Cost :Percent of:Cost Per:Percent of:Cost Per:Percent of:Cost Per 
:Total Cost: Bushel :Total Cost: Bushel :Total Cost:Bushel 





1. Depreciation on matgee $ $ ; : : 

& equipment .........: M2 6: COB 2 iil ‘s GR = eNO Se 
Interest paid on facie : : $ $ $ 
rowed investment cap.: 
Insurance on plant & : 
equipment ...........63 
Taxes on plant & equip 
Licenses & bonds ....: 
Leases & rentals ....: 
Other fixed ccosts....: 
Total fixed costs....: 2 
Personnel expenses: 
(a) Executive salaries 
(b) Management ...... : 
Ce) Claricak..occcccect 
C0) EOP ivcckecenial 
AO... UGRREMOS 2 ces dctessed 
ll. Interest paid on bor-: 

rowed working capital: 
12. Taxes on inventory.. 
13. Insurance on grain & : 
merchandise ......... : 
14. Repairs & maint. of : : : ‘ 
bldgs. & equip.......: 5.0 : 0.2 : 6.7 : 62 : S. 
15. Fumigants & contract : : : 3 : 
services for insect &: : $ : s $ 
rodent control....... : 0.1 : - : 0.1 : - : 0.1 : - 
16. (a) Identified costs: : : : 
apport'd to whse. by : : 
home or central office om 2+ Giz ho 3 : O21 
(bo) Unidentified : : : 
costs apport'd to whse 
by home or cen. off. 
17. Other variable costs : 
Total variable costs : 


19. Total Direct : ; : ' : 
Operational Cost Oe. he. OS, Re 5 


1/ These costs do not include indirect costs such as return on capital 
investment, etc. 


fo 
~ 


O]jh OHM © 
° 

' ° 

w 

OoMOwd od 





Z 
2 
0 
1 
0 
2 


WOHAVWVE Ww 


r@wrr 
FO WOWWA WF FERN O Ww 


co vbw 
ow wawo-u 


' 
oo 


oO 
w 
' 
°o 
hw 
' 
oO oe 
o NM Wr WODRDOO 


Ww 
Ww 
°o 
w 











2/ Represents only direct operational costs and does not include unknown costs 
resulting from such factors as return on capital investment, etc. 


GRAIN DIVISION, CSS 
Agriculture--Washington 
February 10, 1960 
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Preliminary Table 4-A 
COMMERCIAL GRAIN STORAGE SURVEY OF DIRECT OPERATIONAL COST 1/ 


Percent of Total Direct Operational Cost and Cost Per Bushel for Each 

Item of Direct Operating Cost for Handling Grain through Warehouses 

for Others in Country Warehouses, Terminal Warehouses, and All Ware- } 
houses, Adjusted to Eliminate the Effect of Rapid Depreciation. 


:Country Warehouses :Terminal Warehouses: All Warehouses 





Item of Cost :Percent of :Cost Per:Percent of:Cost Per:Percent of:Cost Per 
:Total Cost:Bushel :Total Cost: Bushel :Total Cost:Bushel 





1. Depreciation on bldgs. : : : g : : 
and equipment........ : 13.9 : 0.6 : 9.9 : O53 2° Qe: «60.5 

2. Interest paid on bor- : : t 3 : : \ 
rowed investment cap. : 2.0 : O1. : 1.3 g 0.1 : 1.7 ; 0.1 

3 Insurance on plant and : : : $ ¢ : 
OOD bccsicksvwe 3 BGO UCtCkt(C(iC 0.9 : - : Ts, a i 


4. Taxes on plant and 
equipment ...cseceess : 2 
Licenses and bonds ... : QO. 
6. Leases and rentals ... 2 
Other fixed costs .... : 0. 
Total fixed costs ... 2 
Personnel expenses: 
(a) Executive salaries : 
(b) Management ....... : 
i) CD. sicecdece 
OMA dvickesedece 
10. Utilities ........ cece 
ll. Interest paid on bor- : 
rowed working capital : 
12. Taxes on inventory ... 
13. Insurance on grain and : 
merchandise .....sees. : 
4. Repairs and maintenance: 
of bldgs. and equip.. 
15. Fumigants and contract : 
services for insect : $ : 3 ¢ 
and rodent control .. : 0.1 : - : 0.1 : - : 0.1 i 
16. (a) Identified costs : : : : : : 
apport'd. to whse.: : : : 2 ¢ | 
by home or central: : : : : : i 
OFTAGS sc scce ededees 2.9 : 01 : 4.1 : 0.1 : 3.4 .' @ 
(b) Unidentified costs: : : : : : 
apport'd. to whse.: 


“ 





Oo © 


. 


1.6 
13.2 
4.1 
29.8 
5-5 


oO oo 
w vow 
' ' 

o oo 
e 

‘ 

°o 

a) 

‘ 


ww 
rw 
o 
Mm 
ov 
\o 
oO 


2: ° $9 : 0.2 


., 









by home or cen. off. 1.7 : Ol 8.5 0.3 4.6 0.2 

17. Other variable costs...: . «66 11.2 0.5 

18. Total variable costs... . ; - ¢ : > 3 5: : . 

19. Total Direct : s : ; : : j 
rational Cost : 0 .2/ : $ of ob :2/4.0 

1/ These costs do not include indirect costs such as return on capital investment, 


etc. 


2/ Represents only direct operational costs and does not include unknown costs 
resulting from such factors as return on capital investment, etc. 


Grain Division, CSS 
Agriculture -Washington 
February 11, 1960 
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Preliminary Taby 
COMMERCIAL GRAIN STORAGE SURVEY OF DIRECT OPERATIONAL COSTS 2/ 


Average Direct Operational Cost Per Bushel for Handling Gr&in Through the 
Warehouse for Others by Country Warehouses, Terminal Warehouses, and All 
Warehouses in Survey, by UGSA Rate Areas 


: Country Warehouses : Terminal Warehouses =: All Warehouses 
UGSA : Average : Percent Of : Average : Percent of : Average :Percent of 
Rate Areas : Cost Per : National : Cost Per : National : Cost Per : National 
: Bushel 2 $ 






Area I : 5: 96 ; 2.8 : 8: 3.5 : 85 
Area II , 4.5 96 ' 3.6 103 4.2 102 
Area “II 4.4 gu 3.5 100 3.9 ; 95 
Area IV 5.6 119 ; 5.3 151 5.5 134 
Area V 10.5 223 1.8 " 52 ; 4.6 " 112 
National: : : : : : 

Average: ST 100 : 35 i: 100 : a : 100 





/ These costs do not include indirect costs such as return on capital investment, 
etc. 

2/ Represents only direct operational costs and does not include unknown costs 
resulting from such factors as return on capital investment, etc. 


GRAIN DIVISION:CSS 
Agricutlture-Washington 
February 11, 1960 
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Preliminary Table 5-A 
COMMERCIAL GRAIN STORAGE SURVEY CF DIRECT OPERATIONAL COSTS 1/ 
Average Direct Operational Cost Per Bushel for Handling Grain Through the 
Warehouse for Others By Country Warehouses, Tarminal Warehouses, and All 


Warehouses in Survey, UGSA Rate Areas, Adjusted to Eliminate the Effect 
by Rapid Depreciation 


: try Warehouses $ rminal Warehouses =: All Warehouses 
UGSA : Average : Percent of : Average t Percent of : Average :Percent of 
Rate Areas: Cost Per : National : Cost Per : National : Cost Per : National er 









: Bushel 2 Average : Bushel 2/ : Average =: Bushel 2/ : Average 
: : (Cents 3 reent) : Cents :( Percent t 
Area I : bobs 96 >: 26 : : : | 
Area II 3 4.5 98 : 3.6 : 106 : 4.2 : 105 
: : : : : : & 
Area III : 4.2): 91 : 3.3 : 97 : 3.7 : ge 
$ 3 $ $ $ : m 
Area IV $ 5.2 : 113 : 5.2 : 153 : 5.2 : 130 
: $ : $ $ : Be 
Area V : 10.0 : 230 : 1.8 : 53 : 4k : 10 7 
National s : : : : : 
Average 3 4.6 : 100 3 3.4 : 100 2 &0 : 100 a 
i/ These costs do not include indirect costs such as return on capital investment, ™ 
etc. 
2/ Represents only direct operational costs and does not include unknown costs 
resulting from such factors as return on capital investment, etc. 5) 
he 
be 
m: 
GRAIN DIVISION:CSS 
Agricul ture-Washington 
February 11, 1960 
P: 
} 
ne 
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(January 1960) 
UNITED STATES DEPARTMENT OF AGRICULTURE 
Commodity Stabilization Service 


CCC BINSITE GRAIN STORAGE 
(Background and Results of Operating Cost Analysis) 

The U. S. Department of Agriculture has recently completed an analysis of the 
cost of operating binsite storage facilities owned by the Commodity Credit Corpora- 
tion. The analysis was undertaken to secure accurate and current cost data, for 
use both as an aid in better program administration and as the basis for reports on 
storage operations. The results of the study are summarized later in this state- 
ment. 

Bac. und 

Binsite storage facilities, to supplement regular commercial space when neces- 
sary, have been used by CCC for 20 years. 

The first bins were acquired before World War II, when heavy grain supplies 
built up in the late 1930s and early 1940s. During the War, when extra storage 
space was not needed, most of these facilities were sold to farmers or others to 
help meet a wartime shortage of buildings and materials for other uses. 

In the 1949-51 period, when total grain supplies again increased rapidly, CCC 
bought enough special binsite storage to bring the total space up around the 500 
million bushel level. 

After the Korean emergency, grain carryovers and total supplies started to 
pile up rapidly once more. Commercial space was not adequate to handle all storage 
needs. Beginning in 1953, it was necessary for CCC to add materially to its 
supplemental facilities. By 1956, the last year when additional bins were bought, 
the total reached nearly one billion bushels. 

Currently, there are about 4,000 "binsites", primarily on small leased tracts 
of land in the large grain-producing States. The heaviest concentrations are in 


the Corn Belt and Northern Great Plains areas. 
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A total of 238,000 storage structures are located on these binsites. The 
structures are primarily of two types: standard round bins, holding 3,250 bushels 
of grain; and larger rectangular steel structures, with rated capacities of from 
30 to 40 thousand bushels. The total current capacity of all these facilities is 
about 985 million bushels. 

Corn is the principal grain stored on the binsites, accounting for about 
90 percent of the inventory in 1959. It has been necessary to hold corn in storage 
for an average of 3-1/2 years after it has entered the CCC binsites. Wheat, the 
second ranking crop held in this manner, stays in storage an average of 2-1/2 
years. Small quantities of barley, oats, rye and soybeans have been stored in the 
government bins from time to time. 

Since they were first used, binsite facilities have always been operated as 
supplemental storage, providing space for part of the surplus grain stocks CCC 
must take over in carrying out price-support programs. This is in accordance with 
the intent of Congress as expressed in the CCC Charter Act of 1949. Under this 
Act, the Corporation is directed, to the maximum extent practicable consistent with 
the fulfillment of the Corporation's purposes and the effective and efficient con- 
duct of its business, to utilize the usual and customary channels, facilities and 
arrangements of trade in the warehousing of agricultural commodities. 

The Cost Analysis 

The current analysis of binsite storage costs, which was started last August, 
was based upon operations in the 1959 fiscal year (July 1, 1958 through Jume 30, 
1959). Data used in the analysis came primarily from fiscal records of the 
Commodity Stabilization Service and from detailed expenditure and operational 
reports from the State and County ASC committees which administer the binsite 
storage program in the field. 

The total capacity of the structures on binsites during the period of the 


cost analysis was 936 million bushels. However, allowances for the space necessary 
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to permit turning and inventory management reduced the effective capacity to 888 
million bushels. The monthly average occupancy during the fiscal year wes 652 
million bushels, or approximately 73 percent of the usable space. It is, of 
course, necessary in many areas to maintain available bin space in excess of that 
which can be expected to be occupied fully throughout the year in erder to be in 
position to receive farmers’ grain at binsites during periods of peak delivery. 

The analysis shows that average per-bushel "fixed" and operational costs for 
all grain stored on the binsites during fiscal 1959 -- not including handling 
charges or "risk" expenses -- were 5.1 cents per bushel, for the year. These costs 
included program expenses, such as maintenance and operation, depreciation of 
structures and equipment, and amortization of site improvements; administrative 
expenses in Washington and the field; and interest on the fixed property investment. 

In addition to the "fixed" and operational costs, other expenses are incurred 
in connection with binsite storage. Handling charges (loading-in and loading-out) 
are not included in the 5.1 cent per bushel figure. These expenses total just under 
7 cents a bushel, including a portion of county office administrative expense appli- 
cable to this service. 

Losses from shrinkage and deterioration -- risk costs not included in the 5.1 
cent figure -- are another CCC expense. Analysis by Department of Agriculture 
specialists shows that average shrinkage on all grain in bin storage has averaged 
about 2/3 of a cent per bushel annually in recent years. Losses from grain deteri- 
oration are reported at somewhat less than this 2/3 cent. 

When price-support grain is stored in normal commercial warehouses, the ware- 
houseman is responsible for shrinkage and deterioration under the terms of the 
Uniform Grain Storage Agreement which controls such storage. 

In any comparison of the storage of CCC-owned grain at its own binsites or in 
commercial storage, there are other factors for consideration. The warehouseman 


usually stores grain in commercial business property in an urban area near markets 
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or shipping points, and pays local and other taxes. The binsites, on the other 
hand, are generally located on farm land near the point of production, and CCC pays 
no taxes of any kind. A warehouse must be equipped to weigh, blend, and handle 
grain in many ways. Comparable equipment to take care of such services is not 
available at the binsites. 

Costs at the CCC binsites have been held down through careful supervision and 
administrative attention. The record is very good. Use of the bins.when needed 
has helped avoid storage gluts, making it possible for farmers to store their 
grain in an orderly way and providing space for the large CCC holdings of surplus 
stocks. 

It is clear, however, that the bins are emergency facilities, designed solely 
for use as temporary grain storage, and not in any way as replacements for effi- 


ciently equipped commercial and cooperative storage when it is available. 
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ARTHUR YOUNG & COMPANY 


ERTIFIED PUBLIC ACCOUNTANTS 


4 WEST tT STREET 


KANSAS CiTy 5, MISSOUR 


May 20, 1960 


Mr. F. A. Theis, President 
Simonds-Shields-Theis Grain Co. 
100 Board of Trade Building 
Kansas City, Missouri 


Dear Mr. Theis 


In accordance with your instructions, we have 
reviewed the report made by the General Accounting Office to 
the Special Agriculture Investigating Subcommittee and in 
particular the operating information which related to 
Warehouse No. 36, and which you have identified as being the 
operating information with respect to Simonds-Shields-Theis 
Grain Co. 

The foregoing information as shown on Page 36 of 
the report has been checked with the records of the Company 
and with our audit report for the year ended May 3l, 1959, 
and it appears to be substantially correct. However, it is 
Our opinion that supplementary information should also be 


provided to fully ‘complete the operating statistics. 


We have accordingly prepared the attached statement, 
using the information which appeared on Page 36 of the above- 
described report, and supplementing it with certain additional 
information relating to federal income taxes, net profit and 
return on equity. On the basis of the supplementary informa- 
tion it will be noted that the net profit per bushel after 
income taxes amounted to 4.4l¢@ per bushel, and that the return 
to the Company on the basis of the equity capital employed in 


the business amounted to 11.67%. 


Yours truly, 


49 


Arta- SF ww a 
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SIMONDS-SHIELDS-THEIS GRAIN CO. 
OPERATING INFORMATION 


Year ended May 31, 1959 


Capacity of elevator in bushels 
Average per cent of occupancy 
Storage earned per bushel 


Storage cost per bushel 


Gross profit per bushel 


Federal and state income taxes per bushel 


Net profit per bushel 


Stockholders' equity May 31, 1958 


Stockholders' equity per bushel capacity 


Per cent of return to stockholders' equity 








